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PLANNING AND IMPLEMENTATION 





Until quite recently, literature on development plan- 
ning has tended either to be theoretical or to be based on 
the economic growth experienced by the industrialized 
countries. While economists generally admitted that 
unique aspects of the problems faced by the ''early devel- 
opers'' tend to invalidate their experience for the less 
developed countries of today, there was no other body of 
experience on which to draw. However, there is now a 
growing volume of empirical data on the methodology and 
results of development plans prepared and implemented 
by less developed countries since the early 1950's. The 
successes, but also the failures, enable us to extract 
lessons from these experiences that should make future 
planning more concrete and useful. In this section, 
Clair Wilcox discusses unique and effective arrangements 
for plan implementation in Malaya. John Adler, whose 
position as head of the Economic Development Institute 
of the International Bank for Reconstruction and Develop- 
ment gives him a good vantage point from which to evalu- 
ate development planning trends, propounds some of the 
lessons to be learned from recent experiences in planning. 
Finally, Richard Gilbert describes the planning of the 
highly successful works program in East Pakistan. 











MALAYSIA'S EXPERIENCE IN PLAN 
PREPARATION AND IMPLEMENTATION 


Clair Wilcox 


[From The Planning and Execution of Economic 
Development in Southeast Asia; Cambridge, 
Massachusetts, Center for International Affairs, 
Harvard University, Occasional Papers in 
International Affairs, Number 10, January 1965, 
US$1.00, pp. 23-33./ 








Development planning in Malaysia is unique in 
three respects. The content of development plans 
has been determined, to an unusual degree, by the 


This is choices of the people, in cities, towns, and villages. 

an excerpt The annual phases of the plans have been incorporated, 

from the with extraordinary success, in governmental budgets. 

paper. Execution of the plans has been supervised and expe- 
dited through procedures that are both ingenious and 
effective. 


The Five Year Plans 





The Federation of Malaya attained its independ- 
ence in 1957. Its first economic development plan 
ran from 1956 to the end of 1960. The plan was pre- 
pared by a team of experts from the International Bank 
for Reconstruction and Development (IBRD), which in 
1955 had published a study of the Malayan economy. 
The plan set forth a list of investment projects in the 


Clair Wilcox is Chairman of the Department of 
Economics and Professor of Political Economy 

at Swarthmore College. He has served as Adviser 
on Industrial Economics to the Governments of 
Pakistan and Iran and as Program Specialist with 
the Ford Foundation in Malaysia. 


pe 
i 
i 








fer ret oe ee Os 


rr a ee ee ee ee ee 


an beth lhCUm,lUlhettlC tlcrcll(iéreet ee lC Ml  ClhelClC A Chel lClCU 








Sic NACE 











public sector, emphasizing transport, public utilities, and the replant- 
ing of rubber trees, and provided for their financing. It made little 
provision for education, health, or social welfare. The plan's target 
for development spending was nearly met. The country's output rose 
by 20 per cent during the plan period, more than keeping pace with a 
gain of 16 per cent in its population. 


Malaya's Second Five Year Plan covers the years from 1961 
through 1965. This plan, too, was largely the work of a team provided 
by the IBRD. The plan establishes the goals of development and sets 
up realistic targets for growth in investment, output, and employment. 
It balances proposed outlays for development and the resources that 
will be available to finance them; the foreign exchange that will be re- 
quired and the exchange that will be available. The plan relies upon 
domestic sources for 74 per cent of its cost, on foreign sources for 


only 26 per cent; on the private sector for 58 per cent, on the public 
sector for only 42 per cent. 


The plan leaves initiative for industrial development to private en- 
terprise, providing only for public encouragement. It allocates the 
funds to be devoted to development in the public sector among broad 
programs, devoting 33 per cent of its resources to transport, utilities, 
and industry and 55 per cent to agriculture and social services. It 
puts its major emphasis on land development and agricultural research 
and extension work, on health and education, and, in general, on im- 
provement of the conditions of life in rural areas. The plan does not 
break its allocations down into annual phases; such consistency is as- 
sured in other ways as described below. The plan document describes 
broad programs in general terms, giving no information on individual 
projects, presenting no criteria for project evaluation, and making no 
effort to assign priorities. Thus, in its micro-economic aspect, the 
plan does no more than indicate the general direction of development 
expenditures over the five-year period. 


In 1963, at the mid-point of the plan, the government published a 
review of its progress. In the private sector, it reported that invest- 
ment would reach or even exceed the plan target. In the public sector, 
it found investment running well ahead of targets in transport, utilities, 
agriculture, and rural development, with expenditures approaching 
targets in health and education. National product, in constant dollars, 
had risen by 9.3 per cent and per capita product by 2.5 per cent in the 
first two years of the plan. But, because of a sharp decline in the 
price of rubber, national product (in current dollars) had risen only 
2.1 per cent and per capita product had fallen. 


The Federation of Malaya became the Federation of Malaysia when 
its eleven states were joined by the states of Singapore, Sarawak, and 
A third development plan, which will be the first 


Sabah in 1963. 

















Malaysian five-year plan, covering the years from 1966 through 1970, 
is now in preparation. Technicians to assist in this work are being 
provided by the United Nations, the Ford Foundation, the Colombo 
Plan, and the International Bank. But responsibility for its direction 
is being assumed by the Malaysian government itself. 


Organization for Plan Formulation and Execution 





The formulation and execution of development plans in Malaysia is 
strategically located under the Deputy Prime Minister. The task of 
drafting the next five-year plan is assigned to an Economic Planning 
Unit (EPU) in the Prime Minister's Department. The EPU also serves 
as a secretariat to the National Development Planning Committee, con- 
sisting of senior civil servants, which prepares recommendations re- 
garding annual development plans and capital budgets for Cabinet 
consideration. The EPU is thus involved in the preparation of annual 
as well as long-term plans and in the incorporation of these plans in 
government budgets. The EPU is directed by an economist provided 
by the United Nations. 


Responsibility for supervising and expediting the execution of 
development plans rested, from 1959 to 1964, with the Ministry of 
Rural Development, its portfolio being held by the Deputy Prime Minis- 
ter. The Ministry was created at a time when the rural areas of the 
country appeared to be in need of special attention, and the development 
plan still emphasizes the improvement of these areas. But the govern- 
ment's concern extends to urban areas as well. This fact was recog- 
nized in 1964 when the Ministry of Rural Development was superseded 
by the Ministry of National and Rural Development, still under the 
direction of the Deputy Prime Minister. This Ministry has operating 
departments dealing with adult education and with the promotion of 
small industry. But its most important function, in the context of the 
present discussion, is that of supervising and expediting the execution 
of development plans. 


Popular Participation in Planning 





The current plan, as presented in its five-year totals, consists of 
a number of broad programs. Each of these programs, in its yearly 
form, is composed of a number of specific projects. Some of these 
projects originate within the ministries and departments of federal, 
state, and municipal governments. But many of them are initiated in 
towns and in kampongs (rural villages) by the people themselves. 


Each of the states that composed the former Federation of Malaya, 
Save one, is divided into several administrative districts, seventy in 
all. The chief administrator of each district is a civil servant known 
as the District Officer. In each district, there is a Rural Development 
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Committee, under the chairmanship of the District Officer, which in- 
cludes in its membership representatives of various state and federal 
ministries. One of the duties of the District Officer is to organize a 
Village Development Committee in each of the kampongs in his district. 
Nearly a third of the kampongs now have such committees. 


The District Officer and other members of the District Develop- 
ment Committee visit the towns and kampongs in the district and deter- 
mine, through discussions with town boards or councils, kampong 
development committees, or kampong headmen, the nature of the im- 
provements that the people want. These may include roads and bridges, 
water supplies, electric plants, telephone stations, small river- 
clearance and irrigation projects, processing and marketing facilities 
for local products, new small industries, health centers, school build- 
ings, and playing fields. Such projects give expression to conscious 
local needs. To them, the District Development Committee may add 
projects of its own, such as those involving the clearance of land for 
settlement. All these, when brought together by the District Officer, 
constitute the development proposals for the district. 


The Red Books 





The development plan for each district is reduced to graphic form 
in a loose-leaf book. The book is bound in red, so that it can easily be 
seen. It is large, as much as three feet in width and four feet in length, 
so that it will not be mislaid or carried off. A basic map of the district 
is hinged to the back cover in such a manner that it can be folded under 
each of a series of transparent tracings that is bound into the book. 

The district officers are given explicit instructions as to just what is 
to be shown on each of the maps on these tracings and how it is to be 
shown. One of the maps shows the roads in the district; others show 
the water supplies, the small industries, the health centers, the 
schools, and so on. Each one shows the facilities that are already in 
existence, those that are under construction, and the new facilities that 
are proposed. A plastic pocket adjoined to each of the maps contains 
a summary of the projects that are pending in that field. These pro- 
jects are listed in order of desired priority and are presented in pre- 
scribed detail. Thus, the Red Book provides, ata glance, all the 
information that is needed to enable a person to visualize the develop- 
ment proposals for the district. 


Each district has a District Operations Room adjacent to the head- 
quarters of the District Officer. Here an up-to-date copy of the 
district's Red Book is kept, and here the district's Rural Development 
Committee meets, with the minutes of its meetings close at hand. The 
planning and the execution of the development plan for the district 
is centered here. 











Each of the kampong development committees has a smaller Red 
Book with a map of the kampong, showing the development projects that 
have been planned. This map is on display in the room where the com- 
mittee meets. It presents the development plan to the villagers ina 
form that is readily visible to them. 


Steps in Planning 





Officers who represent each of the state and federal ministries in 
a district are required to forward the district's proposals affecting 
their respective ministries to the officials of these ministries in the 
state where the district is located. It is the duty of these officials to 
present the proposals to the State Rural Development Committee. 


Each of the states that composed the former Federation of Malaya 
has a State Operations Room. A copy of the Red Book for each of the 
districts in the state is kept here, providing ready reference to the 
state's development proposals. The State Rural Development Commit- 
tee meets here. Its chairman is the Mentri Besar, the Chief Minister 
of the states, and its membership includes representatives of all the 
ministries that are concerned with development programs. 


The state committee considers the district proposals, approves 
some of them and rejects others. It also adds proposals of its own, 
embodying state projects such as major irrigation and drainage works 
or hydroelectric schemes. The ministry representatives then forward 
the district and state proposals affecting their respective ministries to 
the officials of these ministries in the federal capital. 


The municipalities in the states that composed Malaya are gov- 
erned by elected municipal councils. In part, the developmental pro- 
jects undertaken by these councils, such as water supply, are financed 
by municipal revenues. In large part, they are financed by loans from 
the Federal Government. In such cases, the proposals are forwarded, 
as are those of the districts and states, to the relevant ministries of 
that government. 


A few of the federal ministries have development planning units. 
The rest have officers who are charged with the planning function. 
Ideally, these officials should be trained in the techniques of project 
evaluation; actually, most of them are not. In any case, they appraise 
the proposals that come up from the districts, states, and cities as 
best they can, approving some and rejecting others. The federal 
ministries then add developmental proposals of their own, relating to 
such fields as transport and communications and the promotion of in- 
dustrial development. The resulting proposals, for kampong, town, 


district, state, municipal, and federal projects, are then forwarded 
to the EPU. 














Annual Planning and Budgeting 








In the current Five Year Plan, development outlays are not broken 
down into annual phases. Annual plans are prepared, however, by the 
EPU, and these plans are incorporated in the budgets which are recom- 
mended to the Cabinet by the National Development Planning Committee 
(NDPC). Thus, the functions of planning and budgeting are more com- 
pletely integrated in Malaysia than is usually the case. 


Each year, the NDPC adjusts the government's total budget within 
the limits of its financial resources, brings the current budget and the 
capital budget into harmony, and allocates the capital budget among 
development programs with regard to the guidance afforded by the Five 
Year Plan. It also makes allocations to individual development projects, 
after hearing the ministries that are sponsoring them, and establishes 
priorities among them. 


The recommendations made by the NDPC are transmitted to the 
Cabinet, and those adopted by the Cabinet are published as the Develop- 
ment Estimates for the coming year. In effect, this document embodies 
the annual development plan. Its estimates are submitted to the Par- 
liament, debated, and voted. As finally approved, they set a ceiling 
for the annual expenditures of each ministry. The ministry then allo- 
cates its allotment among its own projects and those of the cities and 
the states. Each state makes allocations among its own projects and 
those of its districts. And each district, in turn, makes allocations 
among its own projects and those of its towns and kampongs. In this 
way, each unit of government is given a ceiling for its development 
expenditures for the year. 





Reporting on Progress 





The basic instrument that is employed in the process of supervis- 
ing and expediting the execution of development programs is a thorough- 
going system of progress reporting. The officer in charge of each 
development program in a district is required to prepare copies of a 
form listing all of the projects in the program and to submit them to 
the State Development Committee, to the state and federal headquarters 
of the ministry involved in the program, and to the Ministry of National 
and Rural Development. On this form, each project listed is followed 
by a series of twelve rectangles, one for each month in the year. Each 
of these rectangles is divided diagonally into two triangles. In each of 
the upper triangles, the officer in charge enters a symbol which indi- 
cates the stage of progress that a particular project is expected to 
reach ina particular month. Most of the projects included in the de- 
velopment programs involve construction work and thus pass through 
Similar stages. In the scheme that is used, these stages are designated 
by the following symbols: A — Preliminary Action (including acquisition 











of land for a project); B — Detailed Planning (including surveys, de- 
signs, and specifications); C — Purchase of Equipment (such as plant 
and machinery); D — Tenders and Award of Contract; E — Project 
under Construction or Installation; F — Project Completed. Projects 
not involving construction work, in fields such as research, health, 
and education, do not pass through these stages. The progress of 
these projects is reported verbally. 


As first made out, the form covering construction work shows the 
progress that is expected, month by month. Thereafter, the officer 
in charge of each program sends in another form, during the first week 
in each month, on which he enters the symbols showing the stage that 
each project had actually reached in the preceding month, together with 
a brief explanation where a project has fallen behind schedule. This 
report goes to each of the agencies holding the form that shows 
expected progress. The agencies responsible for execution of the pro- 
gram then enter the symbol recording actual performance in the trian- 
gle below the symbol that shows planned performance. If performance 
is up to expectation, the symbol is entered in black; if performance is 
ahead of schedule, it is entered in green; if behind schedule, in red. 
Thus, an official responsible for the execution of development projects 
need only glance at his file of monthly progress reports to spot those 
cases, entered in red, in which performance is lagging behind that 
planned. This information is immediately available to each of the 
ministries that is responsible for project execution. It is also at the 
fingertips of the Minister of National and Rural Development. 


Another source of information, which may help to explain red ink 
when it appears in the progress reports and to show what is being done 
to eliminate it, is the minutes of the meetings of the development com- 
mittees. The minutes of district committees must be sent, within 
three days, to the states; the minutes of district and state committees 
to the federal government; and all of them to the Ministry of National 
and Rural Development. In this Ministry, a comprehensive picture of 
plans and progress is thus continually at hand. 


Touring 


Written communication is not alone relied upon to assure execution, 
but is supplemented systematically by personal contact. Each District 
Development Committee, including the District Officer and represen- 
tatives of the ministries concerned, regularly tours the towns and 
kampongs in its district as a team, meeting with town boards or coun- 
cils and kampong development committees to discuss the nature and 
progress of development plans. In the same way, the State Develop- 
ment Committees tour the district offices, and the Minister of National 
and Rural Development, together with the heads of various federal 
ministries, visits the state and district offices, sometimes going on, 
with state and district officials, to visit individual towns and kampongs. 
The Minister (the Deputy Prime Minister) visits each district at least 
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once a year, some of them as many as three or four times, averaging 
more than two visits somewhere each week in the year. 


It may be argued that touring is overdone, that it keeps many 
officials away from their posts much of the time. But the tours do 
serve two important purposes. They afford an opportunity to discuss 
content of development programs with local groups. They also make 
it possible for development officials to look into obstacles to proper 
performance and to give orders, on the spot, for their removal. 


When the Minister and his various advisers and colleagues visit 
the office of a District Development Committee, the District Officer is 
asked to review the progress of the district's development plan as a 
whole and the officer responsible for each development program is 
asked to describe the status of that program and to explain any prob- 
lems that may have arisen in its execution. Where corrective action 
is possible, the Minister issues the necessary orders. These pro- 
ceedings are taken down on tape for reference at subsequent meetings. 
Summary notes are made of matters requiring action, and these are 
sent, within three days, to the State Rural Development Committee and 
to the Ministry of National and Rural Development. The Minister 
thereafter sends to the District Officer a separate form identifying 
each of these matters, asking that it be returned within a specified 
time with a brief report on action taken. Thus, assurance is obtained 
that orders given on the spot are actually carried out. 


The National Operations Room 











A large room, adjacent to the offices of the Deputy Prime Minister, 
the Economic Planning Unit, and the Ministry of National and Rural 
Development in Kuala Lumpur, serves as the command center for the 
nation's development effort. The room is equipped with a long com- 
mittee table lined with revolving arm chairs. Along one wall are the 
Red Books that show the development proposals of the nation's seventy 
districts, the bound volumes of reports on planned and actual progress, 
and the volumes of minutes of meetings of development committees. On 
the opposite side of the room there is a built-in series of wall-size 
maps, more than thirty in all, that can be pulled out, one by one, like 
sliding doors. Each of these maps depicts a program, such as that for 
roads or water suppiy or electricity or telecommunications, which cov- 
ers the whole nation. The room is also hung with charts and graphs 
relating to various aspects of the development effort. Each map and 
chart is kept up to date by the ministry that is in charge of the respec- 
tive program. The room is equipped with a projector for showing 
slides and films, a lectern, a microphone, a loud speaker, and a tape 
recorder. 


In short, all that. is needed to inform the officials who are respon- 
sible for planning the nation's development and for supervising its 








execution is here. It is in this room, with these facilities available 
and these materials at hand, that they hold their meetings. 


Briefings 


The Cabinet as a whole periodically reviews the progress of the 
country's development effort. The Deputy Prime Minister also calls, 
more frequently, for briefings on particular programs. Such a brief- 
ing must be given by the minister or the department head who is in 
charge of the program. According to instructions issued by the Deputy 
Prime Minister, it must be concise, precise, and accurate and must 
be made with reference to the wall maps, charts, and progress reports. 
These briefings can be called, without prior notice, at any time. All 
of the materials relating to each program must therefore be kept up to 
date. And the official responsible for each program must be fully in- 
formed, each day, as to where it stands. 


Effects of Methods Used 





The methods employed in the planning and execution of economic 
development in Malaysia have two important effects. They enlist 


popular support for the development plan. They make sure that the 
plan is carried out. 


The collection of project proposals from local governments gives 
the people a sense of participation in the preparation of the plan. The 
use of many forms of graphic presentation makes it easy for them to visu- 
alize the plan. The Red Book comes to symbolize the reality of the plan. 
The tours that bring high officials of government into district, town, and 
kampong give evidence of steady progress of the plan. All these methods 
carry the plan to the people and evoke their understanding and support. 


The annual planning and budgeting functions are well designed. 
They are strategically located. They are fully integrated. As a re- 
sult, development planning in Malaysia is not an academic exercise, 
as is so often the case in other countries, but is at the heart of the 
decision-making process. 


In program and project execution, too, the methods used are highly 
effective. Relevant data, instead of being buried in filing cases, are 
so organized that they can be kept immediately at hand by everyone 
concerned. Progress reporting is so standardized that questions can 
be settled by telephone instead of by time-consuming correspondence. 
The practice of touring brings officials, at every level, into intimate 
contact with the problems that affect performance. The methods used 
in briefings make clearly visible the successes and the failures in pro- 
gram execution. The requirement that officials in charge of programs 
must be prepared, at any moment, to offer briefings on progress com- 
pels them constantly to be informed, alert, and in command. In 
combination, these devices make for effective execution. 
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PLANS, PROJECTS, AND PRIORITIES 


John H. Adler 


[From The Fund and Bank Review: 
Finance and Development; International 
Monetary Fund and International Bank 
for Reconstruction and Development, 
Washington, D.C., Volume 1, Number 2, 
September 1964, no charge, pp. 74-80.7 








[The Fund and Bank Review: Finance and Devel- 
ment, the first number of which appeared in June 
1964, is published jointly by the International Mone- 
tary Fund and the International Bank for Reconstruc- 
tion and Development. Quarterly issues in English, 
French and Spanish contain articles of general 
interest on development and finance, book reviews 
and news of the activities of the Fund, the Bank, the 
International Finance Corporation and the Interna- 
tional Development Association. Persons or organi- 
zations interested in obtaining the Review should 
address their requests to: The Secretary, Interna- 
tional Monetary Fund, 19th and H Streets, N.W., 
Washington, D.C. 20431, U.S. A./ 





Leaving aside differences in method and organi- 


This isa zation, all planning activities may be said to have two 
reprint of elements. One is a comprehensive stocktaking of the 
most of the real and financial resources of the economy, the 
article. other an attempt to project into the future the use of 


these resources in such a way as to get the most de- 
velopment. The first operation is a tedious chore; 
the second is a challenge to the imagination of the 


John H. Adler is Director of the Economic 
Development Institute of the International 
Bank for Reconstruction and Development. 
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expert and the policymaker. No wonder, then, that the planners all 


over the world often do not pay enough attention to the first part of the 
task and concentrate on the second. 


It is not, of course, always possible to give plans firm roots in the 
present even in such short-range projections as an annual government 
budget. In most countries, the preparations for next year's budget have 
to get under way at a time when last year's performance is not yet fully 
known, so that the basis of the budget ''plan'' cannot be certain. The 
more the planning period extends into the unknown, and the more ambi- 
tious the planners are about methods and refinement, the greater the 


gap between the presumed basis of the plan and its real basis in the 
workaday economy. 


Where Are We Now? 





There is much to be said for a closer scrutiny of the current state 
of affairs than planners in many countries customarily give it. Over 
and over again, development plans have become obsolete before they 
were completed, because they were not up-to-date to begin with. The 
only way to remedy this is to improve on the flow of current information 
from the various sectors of the economy, and particularly from govern- 
ment departments, to the planners. It is only on the basis of a thorough 
knowledge of what is going on in the present that any meaningful deter- 
mination of what is to happen can be made. Moreover, the stimulation 
of the constant flow of data is bound to help the planners to make a 
rational choice among alternatives and to determine attainable targets. 
Even more useful is an appraisal of the responses of the various sec- 
tors of the economy to measures already taken. 


In many countries historical series are compiled to ascertain the 
path of the economy in the past, and current trends and average values 
of the relevant economic variables are deduced from them. To view 
the future in the perspective of the past, and to ascertain the basic 
trends of national economic history, are indispensable for a proper 
appreciation of the various forces at work in the economy and their 
relative strength. But it is unfortunately not always sufficiently clear 
in the minds of the planners that even the most painstaking and accurate 


evaluation of past trends is not a substitute for an equally painstaking 
and accurate evaluation of the current economic scene. 


Where Shall We Go? 





The usefulness of the forward look — the glamor part of planning — 


depends on the extent to which two conditions are met. One is thata 
distinction must be made between what is likely to happen automati- 
cally, i.e., without changes in policies, and what will happen only if 
certain changes are made. The second condition is that the plan is 
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treated as a statement of policy on which decisions of all economic units 
in the economy can be based with reasonable assurance. The distinc- 
tion between forecasts of what will happen in the future ''automatically, "' 
and what will happen if, and only if, the government takes certain 
measures, is important because it permits the planners, and through 
them the policymakers, to focus their attention on the limited number 
of issues on which decisions must be made. Perhaps the most impor- 
tant service which a planning exercise renders is that it contributes to 
the decision-making process by distinguishing those issues on which 
decisions must be made and those issues on which decisions may be 
delayed. 





Comprehensive or Piecemeal? 





One of the common shortcomings of development planners is their 
insistence that many decisions must be made at the same time and, 
conversely, that there is no point in acting on one policy recommenda- 
tion without at the same time acting on all corollary issues. Some 
Latin American economists in particular have argued that anti- 
inflationary measures are useless without fiscal reforms, a thorough 
overhaul of land ownership, a reform of the educational system, and 
so on. Since everything interlocks, everything must be done at once. 


This view is mistaken in two important respects. First, it fails to 
take account of the political mechanics of decision making. Irrespec- 
tive of the differences in political institutions, decisions involve large 
numbers of persons who must be consulted and convinced, or, failing 
the latter, overruled and placated. Second, the insistence on compre- 
hensive enactment overlooks the fact that one major policy decision is 
bound to change the constellation of circumstances which are to be 
changed by other decisions. 


There thus emerges an important conceptual asymmetry. On the 
one hand there is the need for a comprehensive view of the economy; 
to know where all its parts stand at present and in what direction they 
are to move. In that sense, planning must be comprehensive. But 
when it is looked at in another way, as the business of formulating a 


practical strategy, planning cannot and must not be comprehensive: it 
must be phased, or piecemeal. 


The idea of the comprehensiveness of planning leads to another 
aspect of the planning process which has become the subject of contro- 
versy in recent years; that is the extent and depth of planning over the 
various sectors of the economy. The fairly common idea that planning 
can be confined to the public sector, which at first glance appears 
plausible, is in practice not really meaningful. Useful decisions in the 
public sector cannot be made without a fairly accurate notion about the 
direction in which the private sector is moving and what the composition 
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of private investment is likely to be. This is equally true of the size 
and composition of public expenditures, the selection of public develop- 
ment projects, and the decision to increase or decrease current ex- 
penditures for certain purposes. It would make little sense, for 
example, to include in a development plan for the public sector outlays 
for a highway or a power project without ascertaining first what the 
demand for these additional facilities is likely to be. All plans have to 
be concerned with the private sector as well as the public sector. 


The confusion in the controversy about the extent of planning has 
arisen for two related reasons. One is the fact that in the preparation 
of projections the planners of many countries have failed to distinguish 
explicitly between governmental and private decisions — i.e., between 
decisions about the allocation of resources which the government itself 
can and must make, and those decisions which are the result of delib- 
erations and actions within the private sector, and which government 
can influence only through a system of incentives and disincentives. 


The second reason is equally the result of the failure to distinguish 
between what the government can do and what ''ought to'' be done by the 
private sector. This failure leads planners to conclude that government 
must make sure that the projections for the private sector come true, 
and that the ''targets'' are reached — presumably by direct government 





action if the private sector does not live up to the planners' expectations. 


These anxieties about making sure that the plans are fulfilled are likely 
to lead to an extension of direct government action beyond the original 
intentions of any planner, particularly where government actions can be 
readily extended — for instance in industry. Such an extension of gov- 
ernment activity in fields where the private sector can perform as 
efficiently as government can, or better, is likely to be at the expense 
of the government's attention to those tasks which only government can 
undertake. The result is that the efficiency of the economy goes down. 


There is one way in which these tendencies can be curbed. If in 
the preparation of the projections for private sector activities the plan- 
ning agencies rely on consultation and cooperation with representatives 
of that sector, not only are these projections likely to be more accu- 
rate but, beyond that, the chances of their being realized are enhanced. 
The secret of the success of "indicative planning" in France and some 
other countries is that the plans were formulated in close cooperation 
with the organizations representing the various industries of the private 
sector. ''Indicative planning" is thus a two-way street. The traffic in 
one direction indicates what the planners expect the private sector to do; 


in the other it indicates to the planners what the intentions of the private 
sector are. 
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The Place of Investment Projects 





The preoccupation of planners in most countries with aggregate 
physical and financial outputs and inputs has led to what nowadays is 
probably the most widespread weakness of planning — the neglect of 
the preparation and evaluation of investment projects. Some years ago, 
when planning methods were the subject of much concern (and little ex- 
perience), a distinction was made between "planning from above" and 
"planning from below.'' The first term was intended to characterize 
an approach by which aggregate targets and projections are made first, 
with aggregates for sectors being determined subsequently, and so on 
down the line to specific investment decisions. ''Planning from below'"' 
on the other hand has meant the assembling of investment projects 
from all sectors of the economy into investment targets, their grand 


total then being related to the total available financial and real re- 
sources. 


When the first attempts were made to formulate development plans 
in various countries, plans were frequently little more than a list of 
projects in various stages of preparation — ''shopping lists, '' as they 
were sneeringly referred to by those national and international agen- 
cies to which they were submitted. It was clear that this simplified 
version of ''planning from below" had little value, for two reasons. In 
the first place, the projects did not add up to an internally consistent 
total, and thus exceeded, or fell short of, available resources, leav- 
ing unanswered the question of how the rest of the resources should be 
used or, alternatively, what the priority of the various projects was 
and how their sequence in time would affect and modify them. The 
second, and in a way more serious weakness, was that all the pro- 
jects except for a handful were only the expression of the conviction 
that this or that investment would be a ''good thing, '' without any at- 
tempt having been made, even in a preliminary way, to determine its 
cost and relate this to the expected benefits. 


It was partly as a result of growing dissatisfaction with this 
shopping-list approach that the advocates of ''planning from above" had 
an easy task in convincing the government authorities, the public at 
large, and, above all, each other, that more attention had to be given 
to determining total requirements, aggregate targets, over-all finan- 
cial resources, and global objectives. The result of this preoccupation 
has been a loosening of the relations between the planning agencies 
concerned with totals on the one hand, and the government agencies 
and the units in the private sector of the economy concerned with in- 
vestment projects on the other. With growing frequency the complaint 
has been heard that the plans were excellent, but that their implemen- 
tation, which was somebody else's responsibility, had been deficient. 
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There have undoubtedly been many good plans and projects which 
have been badly carried out. But often it was not the implementation 
that was at fault but the fact that there was little to implement: the 
plans were not related to specific projects which had been prepared to 
the point at which their cost could be determined with reasonable accu- 
racy and set off against the benefits to be derived from them. To 
argue that plans which are not entirely made up of a set of firm invest- 
ment projects are incomplete would get us right back to the fallacy and 
limitations of the planning from below approach. A plan must inevita- 
bly consist of some parts that are "'hard'' and others that are "'soft, '' 
in order to allow for the interplay of private, dispersed decision-making 
and uncertainty. But there is obviously a high correlation between the 
usefulness of a plan and the extent to which it is backed up by specific 
projects, with their cost and social yield fairly accurately known. 


Long-term Plans and Annual Budgets 





Some confusion and controversy have arisen about the duration of 
a plan and the commonly accepted practice of carrying it forward by 
means of annual budgets. In ideal conditions the annual budget is but 
the yearly implementation of a part of the plan. But conditions are often 
far from ideal, and in many countries the annual budgets are related to 
the plan only in the vaguest way. To some extent the annual budgets 
(and the occasional modifications in the budget in the course of a fiscal 
year) reflect the errors made in the forecasts which are explicit or im- 
plicit in the plan. But there is much evidence that suggests that the 
divergence between the recommendations of a five-year plan and the 
subsequent decisions taken through the annual budget and other meas- 
ures simply reflect the weaknesses inherent in so many plans referred 
to above — the failure to relate the plan aggregates to specific projects 
under way or to be undertaken. If a plan is nothing but a projection of 
aggregate requirements, resources, and so forth, and does not contain 
specific projects, those who consider plans and planning useless are 
right. But the answer is not to do away with plans; it is to have plans 
with a content that is operationally significant, that is to say plans which 
can really be acted upon through an annual allocation of resources. 


Priorities 


Economists who are wedded to the idea that economic development 
depends almost entirely on the effectiveness of aggregate planning are 
bound to object to the introduction of specific projects into the planning 
process. They will point out that projects can be selected only after 
their priority has been determined. This, however, implies that pri- 
orities can be determined in the abstract without being related to 
projects and their evaluation. 


This is obviously incorrect. On general theoretical grounds it may 
be argued that, by selecting the projects with the highest yields in all 
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sectors of the economy, the best possible allocation of resources is 
assured. The advantage of looking at the concept of priority from this 
point of view is that it brings out the usefulness of the priority concept 
as well as its limitations. The selection of projects without reference 
to any priority would be adequate if three conditions were fulfilled: 

(a) that market prices reflected real cost to the economy; (b) that all 
outputs were sold in the market, and (c) that development plans, ex- 
plicitly or by implication, were not concerned with the actual and the 
projected, or promised, income distribution. Whenever any one of 
these conditions is not fulfilled, the yield test of projects must be sup- 
plemented by some form of priority determination. 


The concept of priorities comes into its own in the case of public 
services which are not sold at market prices because a quantification 
of their benefits is impossible. Attempts have been made to determine 
the benefits of expenditures for such public services as education, 
public health, and medical care, but the economic calculus has ob- 
viously limited application to expenditures of this sort, particularly 
for the evaluation of specific projects when compared with an evalua- 
tion of aggregate outlays. Thus some sort of priority rating, based 
on rules of thumb, political and social considerations, and so on, 
must take the place of the yield test. 


Income Distribution 





The final and in practice most important area in which priority 
considerations affect decisions is in the present and future distribution 
of income. Investment in nightclubs and movie houses and lipstick 
factories may have the highest yield in an array of projects, but no 
planning agency would dare to recommend that public funds be invested 
in such undertakings or that investment be allowed for such purposes 
in a system of investment licensing. The argument usually advanced 
in the case of luxury goods and services is that they would serve a 
small number of people and not the economy as a whole. It seems 
that this line of reasoning is but a disguise for the pursuit of an ob- 
jective implicit in all development efforts: to bring about, in the 
course, and as a consequence, of development, a more even distribu- 
tion of income; or at least to prevent a growing unevenness of the dis- 
tribution of income. 


In the conditions which prevail frequently in underdeveloped 
countries, however, an otherwise desirable redistribution of income 
may conflict with growth objectives. The sale of some goods and 
services at subsidized prices ''so that more people can enjoy them'"' 
may lead to a misallocation of scarce resources and reduce capital 
formation. Moreover, the result of such policies may well be that 
most benefits of subsidies go to persons who can well afford to pay the 
full cost of the subsidized produce or service; if that is so, neither in- 
come distribution objectives nor growth objectives may be attained. 
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All this is not to suggest that priorities based on income distribu- 
tion, or, more broadly, on social considerations have no place in the 
planning process. But it does suggest that aside from fairly obvious 
exceptions, the solution of the income distribution problem cannot be 
attempted through the application of some preconceived priorities 
(with or without fringes of morality considerations) regarding the allo- 
cation of capital and other scarce resources. The solution must be 
sought in part through expenditures aiming directly at alleviating the 
miseries of people in acute or chronic distress, in part through fiscal 
measures, and in part through accelerating the process of economic 
growth by the best possible allocation of resources based on economic 
criteria. 
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THE WORKS PROGRAMME IN EAST PAKISTAN 


Richard V. Gilbert 


[From International Labour Review; 





International Labour Office, Geneva, 
Volume LXXXIX, Number 3, 
March 1964, US$0.75, pp. 213-226./7 


These are 
excerpts 
from the 
article 
supplemented 
by some 
more recent 
statistics by 
the author. 


While Pakistan is making.progress through its 
development programme, the level of nutrition is in- 
adequate for strength and seriously deficient in 
protective elements. It is estimated that about one- 
fourth of its manpower resources is wasted in total 
or partial unemployment. It is against this back- 
ground that the Government of Pakistan in August 
1961 negotiated an agreement with the Government of 
the United States for the supply, over a four-year 
period, of $621 million of United States surplus agri- 
cultural commodities. This aid was designed to fi- 
nance, among other things, a works programme to 
convert idle labour into capital, raise the level of 
nutrition of the landless and the unemployed, and 
permit the stabilisation of basic elements in the cost 
of living. 


Unfortunately, there was considerable scepti- 
cism in Pakistan and, indeed, in the United States. 
It was feared that the programme (1) would be 
"make-work, '' unproductive, as had been true of 
such programmes in the United States during the 
Great Depression of the 1930's and in Pakistan in 
the work relief programmes during periods of famine 
and other calamities; (2) would divert scarce admin- 
istrative and management capacity of the already 


Richard V. Gilbert is Supervisor of the 
Harvard University Advisory Project with 
the Planning Commission of Pakistan. 
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overburdened civil service from the development programme upon 
which it was engaged and, therefore, sacrifice growth for employment; 
(3) would impair farm incentives by reducing farm prices or prevent- 

ing their increase. 


These doubts led to a postponement of the programme in West 
Pakistan until 1963. In East Pakistan, however, the existen-e of two 
creative institutions, the Comilla Academy for Village Development 
and the Basic Democracies, both with competent leaders, produced 
striking results. How the programme was planned, organise, exe- 
cuted, what it has accomplished, what it can produce, yield lessons 
for developing countries everywhere. 


The Rural Economy of East Pakistan 





East Pakistan is one of the most densely populated areas of the 
world. It is a predominantly agricultural country, with about three- 
quarters of its population engaged in agriculture, which produces about 
two-thirds of its total output. Since Independence, there has been con- 
siderable industrialisation, but this development has been confined 
largely to a few urban areas: Dacca, Chittagong, Khulna. While about 
one-fifth of the development programme is devoted to agriculture and 
some costly projects in flood control and irrigation have been under- 
taken, there has been little perceptible development in the rural 
economy. 


As recently as the First World War the area produced a large rice 
surplus. The rapid increase of population in the past two generations 
has now converted this surplus into a serious deficit. In 1963, the 
province imported 1.5 million tons of wheat and rice. The growing 
pressure of population has forced the taking up of land unsuitable for 
cultivation under monsoon conditions, land so high that crops are fre- 
quently destroyed by drought, and land so low that crops are destroyed 
by the annual flood. It is estimated that on one-third of the sown area 
the crop is lost each year. The pressure of population has produced 
increasing fragmentation of holdings (present average 3 acres) and 
increasing landlessness (25 percent). Methods of cultivation are primi- 
tive and yields are among the lowest in the world. During transplant- 
ing, weeding and harvesting, temporary employment is provided for 
almost the entire labour force. Labour is, however, almost totally 
unemployed during the dry season from mid-December till mid-April. 
This is a period of near starvation for the landless group. Half the 
landowners are continuously in the hands of money lenders, and inter- 
est rates run from 60 to 80 percent. Because of debt, most farmers 
are compelled to sell their crop as soon as it is harvested, when it 
brings little more than half the price it commands later. 
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The deterioration of the rural economy has led to social disintegra- 
tion. The traditional cooperative movement which flourished a genera- 
tion ago has fallen into decay. With the decline in the rural economy, 
farmers have not repaid their debts and cooperative shares and deposits 
have declined steadily. The Provincial Agriculture Department and, 
more recently; the Agricultural Development Corporation have tried to 
stem the tide, but with insufficient staff, inadequately trained and poorly 
paid, they have been unable to reach the villagers. Chemical fertilis- 
ers and improved seed are available, but are used on only 10 percent 
of the cropped acreage. Formerly the instruments of local government 
had limited tax powers sufficient to permit the effective discharge of 
their responsibilities. Their taxing powers were not, however, in- 
creased to keep pace with mounting inflation and their capacity to do 
constructive work diminished accordingly. For the farm community 
all this has meant increasing frustration, bitterness, suspicion. The 
instrumentalities of government are mistrusted. The Government 
promises development but all the villager knows is the tax collector. 

He may hear of development elsewhere; he rarely sees it in his village. 


Basic Democracies 





To recreate an instrument of effective local self-government, the 
Government in 1959 established the structure of Basic Democracies. 
This is a five-tier structure. In East Pakistan at the base there are 
4,053 Union Councils, each representing about 13,000 people living in 
13 to 14 villages. Above this are 413 Thana, 17 District and 4 Divi- 
sional Councils. At the apex is a Provincial Development Advisory 
Council. Space does not permit a detailed description of this structure. 
It is necessary only to say that it is designed: 


(1) To give the villager representation at the level of government 
closest to him, the Union Council. This body was given broad taxing 
powers and development responsibility. 


(2) To give the villager's elected representative a role, though in 
diminishing proportions, at all the higher tiers of the Basic Democra- 
cies. 


(3) To blend the viewpoints and experience of the representatives 
of the people and of the trained civil servants, officers of the provin- 
cial departments, who are intermingled at all levels above the Union 
Councils. 


(4) To decentralise and, at the same time, coordinate the work of 
the departmental officers under the guidance of the chairmen of the 
Councils. 








(5) To produce an integrated structure, the chairmen of each tier 
serving as members of the Council at the next level, with integrated 
policy-making, power and responsibility. 


(6) To orient the structure toward development. 


In the structure, the operating and taxing authority is at the Union and 
District levels. The coordinating and supporting activities are at the 
Thana and Divisional levels. The Provincial Council is advisory. 


Much was expected of the Basic Democracies structure, but in the 
field of development it began very slowly. For one thing, while its 
taxing powers were broad, the poverty of the rural community left lit- 
tle room for their exercise. Secondly, while the Government called 
on the structure to produce development, it provided only small grants, 
placing its resources at the disposal of the central ministries, the 
provincial departments and the semi-autonomous development bodies. 
In 1961-62, as compared with the province-wide current budget of 
Rs. 180 million (the rupee equals $0.21) and a development budget of 
Rs. 960 million, the resources commanded by the Basic Democracies 
amounted to only Rs. 80 million. Of this, about one-third was re- 
quired for current operations, leaving less than Rs. 1 per head for 
development. While the Basic Democracies supplemented their lim- 
ited resources with voluntary assistance, it is not surprising that the 
villager should have found it difficult to see any improvement. 


Nonetheless, a structure of local government was established, 
awareness of local problems was created and men with talent for 
leadership, organisation and administration were waiting, as the works 


programme was to demonstrate, only for the resources to show what 
they could do. 


The Comilla Academy for Village Development 





In 1959 there was established at Comilla an Academy for Village 
Development, responsible for training the officers of the government 
concerned with rural development. Shortly after it was established, 
it was assigned responsibility for directing all aspects of development 
work in the Comilla headquarters Thana, including agricultural exten- 
sion, cooperation, education, local works and rural administration. 
The Thana was, in substance, designated as a laboratory area for the 
Academy. The director, a great organiser and tough pragmatist, 
assembled a faculty of great capability. 


The Academy launched a four-pronged attack to produce a revolu- 
tionary change in agricultural methods and village organisation without 
a revolutionary change in governmental authority or land tenure. 
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(1) The villages were organised into village multipurpose coopera- 
tive societies: to learn new agricultural methods, to save and pool their 
capital, to borrow on their collective security and against collective 
production plans and, with this capital and on this security, to acquire 
the implements and machinery which were beyond the reach of the indi- 
vidual farmer. The cooperatives selected a number of their members 
for training at the Academy. These included an organiser, to be 
trained in the art of management and planning; a model farmer, to be 
trained in agricultural methods; an accountant, to be trained to keep 
records; and others to be trained in the operation of pumps and trac- 
tors. The organiser and model farmer spend a day each week at the 


Academy and bring back what they have learned to teach their neigh- 
bours. 


(2) A central cooperative federation was organised, to stimulate, 
train and guide the village cooperatives. It provides credit to coopera- 
tives on the basis of their production plans. It makes pumps and trac- 
tors available to the village cooperatives ona rental basis. It maintains 
a workshop for maintenance and repairs. With the faculty of the 
Academy, it trains and supervises the representatives of the village 
cooperatives and maintains demonstration plots in the use of new meth- 
ods, new seeds, fertilisers, pesticides and equipment. 


(3) The Thana and Union level officers of the provincial depart- 
ments (representatives of agriculture, plant protection, animal 
husbandry, fisheries, sanitation, education, rural industrial extension 
service, cooperation) are brought into the Academy for training and 
welded into a team of teacher-trainers to teach the model farmers 
from the village cooperatives who, in turn, go back to teach their neigh- 
bours. These officers have taken on an increasing share of the teaching 
function. This has strengthened the extension work of the provincial 
departments. The villager takes more kindly to the suggestions of a 


respected member of his own community than to the instruction of an 
expert outsider. 


(4) A close relationship was established between the Academy and 
the Thana and Union Councils. The officers of the provincial depart- 
ments at the Thana level are members of the Thana Council, as are also 
the chairmen of the Union Councils. The work of the cooperatives and 
of the Academy was, therefore, closely integrated with the work of the 


Councils. This relationship played a large role in the development and 
success of the works programme. 


This four-pronged attack on the problem of rural development pro- 
duced heartening results. Yields and production increased as the coop- 
erative farmers adopted new methods and learned to use new tools. 
Farmers! savings increased and, with the credit provided by the coop- 
eratives, reduced the interest burden and permitted repayment of debts. 
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Cooperative storage and marketing permitted an increase in the prices 
received for crops. Cooperative purchasing reduced costs. There was 
even some change from the monsoon farming. Winter crops were 
grown with irrigation made possible by the pumps. 


But, in spite of organisation and leadership, the pace was slow. 
Farmers were reluctant to try costly new methods and make costly in- 
vestment in fertilisers, pesticides and rental of equipment in the face 
of the high risk of flood. Eighty percent of the farms had no direct 
access to roads, and carrying produce to market by head or shoulders 
reduces the already meagre return from crops. The poverty and heavy 
indebtedness of the small farmer made saving slow and painful. The 
landless were outside the frame of the cooperative approach. All of 
this made it clear that improvement in the rural economy was beyond 
its own capacity and required outside resources to control floods, 
provide irrigation and roads, build the necessary infrastructure of 
agriculture and reverse the declining economic trends by an infusion 
of purchasing power. 


It was about this time that the Director of the Academy was asked 
whether he would undertake in Comilla Thana a pilot works programme 
to be financed by the expanded aid programme. He saw that the pro- 
gramme could provide the resources so desperately needed and readily 
agreed. As it turned out, the implementation of the agreement was 
delayed and funds could not be provided. The Director was, however, 
able to secure a modest sum from the Department of Agriculture out 
of funds available for minor irrigation schemes. And so the pilot pro- 
gramme came into being in the autumn of 1961. 


The Comilla Pilot Works Programme, 1961-62 





In October 1961, the Director placed the suggestion for the pro- 
ject before the Union Council chairmen. They, in turn, presented the 
proposal at Council meetings, the members of which then took the 
proposal to village meetings. The response was enthusiastic and the 
decision was taken to go ahead with the project. The Union Councils 
were to be responsible for planning and implementing the programme. 
Proposals for flood control, for reexcavation of choked-up canals, 
for embankments-cum-roads, were made by the villagers. The Union 
Councils drew up the plans. By November, these plans were pre- 
sented to the Thana Councils, indicating the location, nature, size and 
cost of the projects. These plans were revised by the officers of the 
Thana Council and the Academy with the advice of the Water and Power 
Authority engineer at Comilla and consolidated into a Thana programme. 


A plan of work was prepared. Project committees appointed by the 


Union Councils in whose areas the projects lay, chaired by a member 
of the Union Council and consisting of villagers drawn from the affected 
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villages, were made responsible for the execution of the project and 
its maintenance after completion. Labour groups were recruited and 
rates of pay per 1,000 cubic feet of earth to be moved established. 
Pre-work measurements were taken and the projects costed. Time- 
tables for performance were set, a method of checking work before 
payment developed and a system of records and accounts established. 


The direction of the project was assigned by the Thana Council to 
the Academy. Responsibility for field supervision and inspection was 
placed with the ''Circle Officer'' of the Thana, who was also the Devel- 
opment Officer of the Academy. To assist him a project supervisor 
and 12 workers were employed by the Thana Council. The Thana 
Council workers took pre-work measurements to check the estimates 
prepared by the Union Councils. Responsibility for payment was 
placed on the Circle Officer, who made payment to the Chairman of 
the Project Committee in the presence of the Chairman of the Union 
Council. Measurements of work were checked regularly by the Thana 
Council workers and occasionally by the project engineer and Circle 
Officer, but final responsibility for the projects remained with the 
Project Committees. 


The pilot works programme began early in January 1962 and ran 
to mid-April. The results were dramatic. 


(1) In physical terms, canals were reexcavated, and dikes and 
embankments, regulators, culverts, and sand erosion control dams 
were constructed. In all Rs. 195,000 were spent. The average cost 
per 1,000 cubic feet of earth moved was Rs. 14, a fraction of the cost 
normally charged by contractors. 


(2) In economic terms, the programme provided 45, 000 man-days 
of employment for unskilled labour, plus a substantial amount of work 
for masons, carpenters and others. The spending of the wages re- 
ceived had a substantial stimulating effect throughout the Thana. An 
area of approximately 6,000 acres was protected from flood which had 
destroyed the six previous Aus crops (spring rice). In the following 
two years the crop came through the flood unscathed, yielding addi- 
tional farm output of Rs. 720,000, an annual sum three-and-a-half 
times the total cost of the programme. In addition, the control of 
floods prevented the washing out of the first planting of the Aman crop 
(autumn rice), the replanting of which costs Rs. 30 per acre. While 
the area of such damage cannot be readily estimated, the saving was 
substantial. New roads were constructed, making possible the move- 
ment of crops by rickshaw and bullock cart, rather than by head or 
shoulder load, and reducing transportation costs to market by four- 
fifths. This means an increase of over a rupee per maund (82 pounds) 
in the price the farmer receives for paddy as compared with a market 
price at harvest of about Rs. 12. 
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(3) The pilot works programme radically altered the image of gov- 
ernment in the rural community. The villagers had participated with 
their local government in work which made a dramatic and immediate 
difference in their well-being. Suspicion gave way to confidence. 

This had an effect on the work of the Academy itself. The progress of 
the cooperatives in one year following the pilot works programme 
equalled that of the preceding three years. During that year, the num- 
ber of village cooperative societies increased from 72 to 13l, the 
number of village members from 2, 283 to 4,521, and the cumulative 
savings of the cooperatives from Rs. 97,057 to Rs. 208,776. 


(4) The programme demonstrated the organisational and manage- 
ment skill available in the Thana and Union Councils. 


(5) Finally, it demonstrated the effect of the provision of public 
rural capital upon farm production and income. 


Province-Wide Works Programme, 1962-63 





On the basis of the pilot works programme, the Government au- 
thorised a province-wide programme of Rs. 100 million. The pro- 
gramme was put into the hands of the Secretary of the Department of 
Basic Democracies and Local Government, a man of dedication and 
administrative skill. A massive training programme was undertaken 
through the Academy. The Academy prepared a full report of the pilot 
programme and a detailed manual, covering all aspects of planning, 
programming, implementation, control and accounts. All the chair- 
men of the Thana Councils and all Circle Officers, who are also vice- 
chairmen, were brought to Comilla for orientation. Here they were 
given the opportunity to see the work that had been performed and to 
discuss all aspects with members of the Thana and Union Councils and 
the Project Committees. Upon their return to their stations, they 
undertook the indoctrination and training of the members of their re- 
spective Councils. The Commissioners and Deputy Commissioners, 
who serve as chairmen of the Divisional and District Councils, were 
briefed. All chairmen and three members of each Union Council 
were called into convention and President Ayub addressed them on 
the importance of the programme. 


The province-wide programme, like the Comilla pilot programme, 
concentrated on transportation, drainage and flood control. Of the 
Rs. 100 million available, 50 percent was put in the hands of the Dis- 
trict Councils, 19 percent was allocated to the Municipal and Town 
Committees, and the balance was placed at the disposal of the Thana 
and Union Councils. Only 54 of the Thanas were given resources per- 
mitting them to duplicate the pilot programme. This distribution of 
resources reflected a continuing scepticism with regard to the capabil- 


ity of the Thana and Union Councils in spite of their performance in 
Comilla. 
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While the results of the programme are still being evaluated, the 
achievements already known match or exceed the performance of the 
pilot operation. 


(1) In physical terms, the District Councils improved and repaired 
8,400 miles of road, constructed 48 miles of new roads, reexcavated 
49 miles of canals, improved 248 miles of embankments and built 527 
bridges and culverts. The Union and Thana Councils undertook the 
repair and construction of 12,478 miles of road and 853 miles of canal 
excavation and reexcavation. Several thousand small bridges and cul- 
verts were constructed. The Municipal and Town Committees repaired 
and surfaced 336 miles of road, repaired or constructed 84 miles of 
drainage, built 56 parks and improved 112 bridges. In all, over 500 
million cubic feet of earth were moved. There was a project every 10 
miles throughout the province. The work was done with remarkable 
speed at an unprecedentedly low cost per unit of work. In this respect, 
the performance of the Thana and Union Councils was far better than 
that of the District Councils. 


(2) In economic terms, 2 million man-months of work were pro- 
vided, the largest mobilisation of manpower in the history of the 
province. The infusion of purchasing power had visible impact on the 
total economy and can safely be estimated to have produced an addi- 
tional million man-months of indirect employment. 


While only time will show the effects of the programme on the con- 
trol of floods, if as little as 5 percent of the Aus crop is saved from 
flood this means Rs. 40 million of additional production and income for 


the farmers. Saving 5 percent of the Aman crop would produce Rs. 100 
million of additional income. 


The effect of the improvement in transportation may be equally 
dramatic. It can increase the prices the farmer receives, while at the 
same time reducing the price the town consumer pays. Similarly, it 
can increase the price the town producer receives while decreasing the 
price the farm consumer pays. Simple calculations, based upon present 
movements of traffic without allowing for the increase of production 
made possible by the opening of new markets, produce startingly large 
results. There can be no doubt that the programme has already paid 
for itself many times over. 


(3) What the pilot programme accomplished in Comilla in altering 
the image of government in the rural community in 1961-62 has now 
been multiplied throughout the province. Development is something 


which, in partnership with government, the villagers can help produce 
today. 


27 











(4) The organisational and management talent in the villages, in 
the Unions, in the Thanas, has now been demonstrated on a province- 
wide basis. It is now clear that the success of the pilot operation did 
not depend on the genius of its director and the strength of his support- 
ing staff. Everywhere, the local community, given the resources 
without which nothing can be accomplished, can produce rapid and ef- 
fective development. 


The 1963-64 Works Programme 





For 1963-64, the programme has been doubled and Rs. 200 mil- 
lion have been allocated. Now that the administrative capabilities of 
the local leadership have been fully established, the distribution of 
funds has been adjusted to place primary emphasis on the Thana and 
Union Councils, three-quarters of the total allocation being placed at 
their disposal. The allocation to the District Councils has been re- 
duced to Rs. 30 million, i.e., 15 percent; the Municipal and Town Com- 
mittees have been held at Rs. 20 million, a decline from almost 20 to 
10 percent. 


In shaping the programme for the province, Comilla is being used 
as the experimental area in which each year a model operation is pre- 
pared, upon the basis of which the provincial programme during the 
following year is built. The 1963-64 programme has, therefore, been 
shaped in terms of what was accomplished in Comilla in 1962-63. Dur- 
ing that year, the second year of the programme in Comilla, larger 
funds were provided and new ground was broken. First, a three-year 
master plan for the development of the Thana was prepared, covering 
transportation, flood control and irrigation. Second, the Thana tackled 
the more complex and difficult aspects of the problems and placed 
greater emphasis on specifications and engineering. The programme 
was oriented toward bridges, culverts, sluice gates, regulators, re- 
taining walls, brick surfacing of roads. The Union Councils undertook 
a large brick-burning operation and produced 3.3 million bricks, at 
about half commercial costs. On the basis of this model, the entire 
province is preparing three-year plans. Strong emphasis is being 
placed on maintenance after completion. Feasibility studies are being 
undertaken to prepare standard specifications. Most important of all, 
it has been decided that the Comilla model for rural development will 
be spread as rapidly as feasible throughout the province, and funds 
have been provided to build such centres as rapidly as land can be 


acquired and plans drawn up. It is hoped to begin work on 30 such 
centres this year. 


A Thana Training and Development Centre, as it is now called, 
will consist of a strong central cooperative federation to organise and 
service strong village multipurpose cooperatives; a team of depart- 
mental officers working as teacher-trainers to train the villagers; the 
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headquarters of the Thana Council permitting the closest association of 
the cooperative structure, the training organisation and the Basic 
Democracies — all on the Comilla model. The Thana is the strategic 
level from which to launch the revolution in agricultural methods and 
village organisation which is required. It is an area of about 100 
square miles, so that each villager can reach Thana headquarters and 
return to his village before nightfall. It contains a population of about 
150, 000 and is thus of a size to permit the Government to supply, even 
with its limited resources, experts in all fields. Through these struc- 
tures the Government can support an adequate demonstration centre for 
new methods, seeds, tools, and cropping patterns; shops for supply 
and maintenance of tractors, pumps and other equipment; a distribution 
centre for fertiliser and pesticides; and a bank to supply credit. 


In physical terms, the 1963-64 province-wide programme doubled 
the achievements of the 1962-63 programme. Preliminary results 
show repair, improvement or construction of 24, 139 miles of village 
to market roads, 733 miles of asphalt-surfaced roads, 6, 093 miles of 
drainage canals, 985 miles of embankments, 5,400 bridges and cul- 
verts, and 2, 066 Union Community Centres. 


The Future of the Works Programme 





The programme will be integrated into the national five-year plans. 


(1) In the field of transportation, it can produce the roads which, 
when integrated into the provincial network now being built under the 
plan, will make it possible to bring a truck to every village and village 
output to the urban areas. 


(2) The works programme can produce the river embankments and 
the drainage canals which, when integrated into the master plan for 
flood control being prepared as part of the plan, can reduce to manage- 
able proportions the danger of flood and the loss from it. 


(3) It can produce the small irrigation schemes which, when inte- 
grated with the master plan for power production and rural electrifica- 
tion, can permit continuous cropping. It has been decided to begin this 
year on the rural electrification of Comilla Thana, permitting tube-well 
irrigation of 60 villages and lift-pump irrigation. With a project of 
gravity flow irrigation, this will make possible a controlled supply of 
water for the entire Thana. All this will be a model for development 
elsewhere. 


(4) Thus, agriculture can be freed from the risk of flood and 
drought, which today cut its output by at least one-third; it can be freed 
from the monsoon and enabled to produce a full third crop during the 
dry winter season. If, in addition to this, the Thana Training and 
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Development Centres can teach the farmer the agricultural methods so 
well known and so productive in other countries and bring modern 
tools, fertilisers and pesticides within his reach, East Pakistan can 
become one of the great food-producing areas of the world. 


Lessons from East Pakistan's Experience 





It should be clear that: 


(1) A works programme can be organised to produce essential 
rural capital, with immediate effects upon farm production. 


(2) There is a vast pool of talent in the countryside and the notion 
that these capabilities reside only in a limited or elite group is a dan- 
gerous delusion. Over-congestion of power and responsibility at the 
top is not only obstructive but unnecessary. 


(3) The programme did not impair farm incentives. There is no 
space to detail the machinery of the import, distribution and pricing of 
the US surplus wheat provided in order to finance the programme. The 
surplus programme is designed to permit a large increase in employ- 
ment, wages and spending while preventing the rise in food prices this 
would produce in the absence of increased supply. The programme 
must be managed to protect farm incentives, which are a necessary, 
but not a sufficient, condition of development. The farmer needs fair 
and remunerative prices. He also needs the infrastructure which the 
works programme makes possible. 


(4) It is not true that men must be left idle because their output is 
not worth the resources of material and management necessary to se- 
cure it. It is not true that in developing countries the choice must be 
between growth and the opportunity of all men to support their families. 
On the contrary, the question arises whether any country can reach its 
full growth potential if it permits the wastage of its manpower. 
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LABOR PRODUCTIVITY 
AND LABOR MIGRATION 








The two articles in this section deal with labor 
migration and land tenure as they concern the develop- 
ment of a productive labor force in both urban and rural 
areas. The region concerned here is East Africa, and 
these articles reflect some of the unique characteristics 
of the countries in which periodic labor migration is 
common. However, there are aspects of the East Afri- 
can situation which have broad relevance for many other 
developing countries. Development invariably involves 
at least some urbanization and industrialization, and 
these processes involve the migration of workers. If 
the productivity of the national labor force is to be maxi- 
mized, then excessive urban unemployment and exces- 
sive rural underemployment due to maldistribution of 
the labor force must be avoided. The writers here 
discuss 1) possible implications of policy measures to 
control labor migration through land tenure changes, 
wage incentives, et al., and 2) the relative merits, in 
cost and productivity, of having stable or migratory 
workers. 
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SOME SOCIAL POLICY 
IMPLICATIONS OF INDUSTRIAL 
DEVELOPMENT IN EAST AFRICA 


Walter Elkan 


[From International Social Science Journal, 
UNESCO, Paris, Volume XVI, Number 3, 
1964, US$2.00, pp. 390-399./ 


These are 
excerpts 
from the 
article. 





There has long been a widespread desire in East 
Africa to have a stable labour force in the towns, 
rather than one composed largely of migrant workers. 
In part, the reason is that this has seemed to make 
for a healthier society, but the main reason was that 
it was taken to be axiomatic that the development of 
secondary industries could only proceed satisfactorily 
with a stable labour force fully committed to urban 


life and quite distinct from that remaining in the coun- 
tryside. 


In practice there has been little increase in this 
kind of urban stability; at any rate town dwellers 
continue to a great extent to maintain their links with 
the villages from which they came, and this article 
will suggest some reasons why ''stabilization, '' as it 
is often referred to, has not made further progress. 
What might appear at first sight as a failure of policy 
may in any case not be altogether a matter only for 
regret. Urbanization is a costly process and the 
gains in industrial efficiency — which a fully urban 
labour force might attain over a labour force which 
revolves from time to time between town and country — 


Walter Elkan is Lecturer in Economics at 
the University of Durham, and a former 
Senior Research Fellow at the East African 
Institute of Social Research and Lecturer 
at Makerere University College, Kampala. 
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may have been exaggerated. Migrant workers need not necessarily be 
less efficient, nor need a pattern of migrant work necessarily be asso- 
ciated with an unhealthy society, provided governments and employers 
cease to fret about it and, rather, seek ways of coming to terms with 
it. Nor should one assume that a ''commuting society" is inevitably an 
unstable one — again with the important proviso that proper thought is 
given to making such a society workable. 


In Kenya, especially, it has long been taken for granted that indus- 
trial development needs an urban labour force fully committed to an 
urban and industrial way of life. If government policy has often fought 
shy of taking the necessary steps to bring about the creation of a perma- 
nent labour force, this has been not because of a failure to recognize 
the desirability of this objective, but rather because the costs of imple- 
mentation have seemed to be excessive. A policy of labour stabilization 
has seemed to imply not only a drastic raising of wages to the level 
where they might support a worker's family as well as the man himself 
and enable them to live on or above some such margin of subsistence 
as a poverty datum line. It has also seemed to involve a massive public 
outlay on houses suitable for family habitation and the provision of 
some form of social insurance such as would obviate the need to main- 
tain links with the countryside — links whose object was presumably to 
provide a life-line to clutch when misadventure or old age cut off the 
wages on which town workers depended. 


No one would wish to dispute that on ethical or humanitarian grounds 
there is a very strong case for improving both wages and the conditions 
of life in the towns. If people are to live in towns or even spend only a 
short time in them, a responsibility rests upon the authorities to see to 
it that conditions are tolerable and that people have enough to eat. But 
even when that is done it may not necessarily lead to the creation of a 
permanent labour force, because impermanence has its roots not only 
in the conditions and opportunities that confront workers in the towns 
but also in the fact that under East African conditions, and perhaps else- 
where in Africa, the countryside exercises a very special pull that 
might not be affected however attractive the lot of the town dweller were 
to become. 


The point is that, in contrast with England in the eighteenth and 
early nineteenth centuries, those who go to work in the towns of East 
Africa generally continue to have a home and some land in the country- 
side, the fruits of which are just as much a part of their real income 
as the wages they earn in town. No doubt as urban real incomes in- 
crease, a man's rural assets will provide a declining part of his total 
income and its pull will be correspondingly reduced. But it is improb- 
able that he will part lightly with his holding in the countryside however 
attractive urban conditions become. 











The reason is partly noneconomic. In their home village, workers 
have ascribed status which is important to them, and they also have a 
straightforward economic asset which yields a return to their family in 
the form of crops, shelter and fuel. It might of course be argued that 
these assets are retained only because the towns do not at present af- 
ford adequate wages for the support of the whole family and because 
workers are insufficiently protected by the State or their employers 
against the ordinary hazards of industrial life — unemployment, sick- 
ness and old age. But this misses the essential point that land is usually 
held on terms which rule out its disposal for sale. Systems of freehold 
tenure are still the exception rather than the rule in East Africa, and 
consequently to have a farm is a right that cannot be commuted into 
cash or capitalized. Thus, to leave the countryside altogether would 
entail relinquishing an asset without any corresponding compensation. 
Even where there are systems of land tenure which approximate the 
English freehold, the absence of mortgage facilities so depresses land 
values that the price to be obtained for farms bears no relation to the 
future stream of income to be derived from ownership. Consequently 
what causes people to retain their connexions with the countryside may 
have nothing at all to do with urban incomes or with whether or not 
town workers are eligible for social security provision. 


The point can be put another way — by looking at the reverse situa- 
tion. No one has ever suggested that the reason for the stability of the 
urban labour force in nineteenth-century England was that wages and 
conditions of urban life were such as to obviate the need for a continued 
link with the town dwellers' rural homes. Those who left rural areas 
to enter into employment in the towns were agricultural labourers who 
possessed no land or farms, unlike their African successors today. A 
distinct urban proletariat came into being under conditions that for the 
majority can only be described as dismal. This may not have been so 
for the skilled workers whose level of living was perpetually improving, 
as has that of elite workers in East Africa. But not many of the great 
mass of workers who had come to live in the towns of the north of 
England and the Midlands were skilled: the majority of these town 
dwellers in the first decades of the nineteenth century were porters, 
labourers and factory operatives. At the best of times they lived, 
most of them, not far above the margin of subsistence, and in times of 
slack trade and unemployment they faced stark poverty. They were 


completely dependent upon their wages and had no other source of live- 
lihood to fall back upon. 


Factors Affecting Labour Supply 





The conviction that stabilization was a sine qua non of industrial 
development reached its apogee in East Africa in the years following 
the publication in 1954 of the report of the Committee on African Wages 
— the Carpenter Committee — which urged the Kenya Government to 


34 














take immediate steps to raise wages to a level where they were ade- 
quate to maintain not only the worker himself but also his family, and 
to make suitable provision for family housing and for social security. 
The government proceeded to raise the statutory wages of unskilled 
workers step by step. Thus in Nairobi, the statutory minimum wage 
per month, inclusive of housing allowance of a worker over the age of 
21, has increased from 73s. 6d ($10.29) in 1954 to 133s. ($18.62) in 
1962. Let it be said that the government did so with considerable trepi- 
dation, for it realized that these increased payments would have to pay 
for themselves out of increased labour productivity and the expectation 
that this would in fact ensue was an act of faith. 


Public discussion at this time was concerned with and apprehen- 
sive about the financial implications of these proposals, especially the 
implications for public expenditure in a country in which the govern- 
ment employed 23 percent of the total labour force. It was also con- 
ceded that, for some of the smaller businesses, the proposed increases 
in payments to labour might well outweigh any possible gains from 
greater labour productivity. What received much less notice was that 
the prospect of higher urban pay might lead to an increase in the supply 
of labour from the countryside; that, as was argued earlier, it might 
in no way achieve the object of greater stabilization and that in any 
case no one had attempted at that stage to make quantitative estimates 
of what the demand for labour was likely to be in the years to come. 
There was only a general feeling that industrial expansion was proceed- 
ing apace and that with it a rising demand for labour was sure to occur. 


In a sense the former Kenya Government's policy has been very 
successful. The numbers who have entered the towns in search of 
work and also the numbers who have become very dependent upon urban 
employment have increased greatly. What has not increased in propor- 
tion is the number of jobs, and in a sense the problem facing Kenya, 
but also many other parts of Africa, is that the growth of employment 
in an economy does not automatically keep step with the growth of the 
numbers seeking it. The Kenya Government is now seeking ways out 
of this dilemma. 


The reasons for the growth of numbers seeking wage employment 
may be briefly summarized. First, there has been an upsurge in the 
size of the total population typical of so many countires in the early 
stages of economic development. At the same time the government has 
vigorously pursued a policy of land consolidation, the main aim of 
which has been to modernize agriculture and help farmers to earn 
higher incomes, but which undoubtedly had the incidental effect of re- 
stricting access to land and thus augmenting the number of those who 
needed to look for a livelihood elsewhere. 











The spread of education has added to the flood, because it has 
been a widespread experience everywhere in Africa that those who 
have been to school, however briefly, consider urban employment the 
only appropriate continuation-of their careers. In part this is a tran- 
sitional problem which stems from the long period when education was 
the prerogative of a very small minority who then invariably obtained 
paid employment because literacy and numeracy were at a premium. 
Education has thus come to be seen as the direct route to higher in- 
comes and a better way of life. But what was true when education 
was the privilege of a few is no longer so today, and, whilst in the 
long run an educated society must obviously be better able to grapple 
with problems of development, the short-term consequences of a rapid 
spread of primary education may merely serve to create frustration 
and embarrassment. 


But in listing these influences upon the supply of labour to the 
towns, one is in danger of ignoring the fundamental influence of wages. 
Whatever factors may be at work in causing people to look to the towns 
for employment, it is surely not to be denied that their numbers will 
be greater the higher the wages to be earned there, and the Kenya 
Government has deliberately continued to push up the level of urban 
wages — and has recently been encouraged to go on doing so by the 
World Bank mission which examined prospects for economic develop- 
ment — even in the face of rising unemployment. 


Demand for Labour 





The demand for labour in the towns had been rising rapidly with 
the expansion of secondary industries which created jobs not only in 
these industries themselves, but even more in building and construc- 
tion. Moreover Nairobi was becoming the commercial capital of East 
Africa and there was a great boom in house and office building and the 
provision of public utilities. But the political uncertainty which hit 
European farmers hit the towns no less and resulted in a slackening off 
in the demand for labour at just the time when the supply was rising. 


Political uncertainty has not, however, been the sole reason for a 
slackening in the expansion of employment, especially not in secondary 
industry. The failure of the aggregate demand for labour to rise has 
been by no means confined to Kenya or East Africa as a whole. It | 
would appear to be the case that, in a number of countries in Africa, 
total employment in recent years has increased at a third or less of 
the rate of increase in the national income. An important reason for 
this is that much of the increase in national incomes in Africa has been 
the result of increases in crop production on peasant farms which have 
been accomplished without significant increases in the employment of 
wage labour. The published statistics of employment may also tend to 
ignore or underestimate wage employment on peasant farms because of 
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the difficulties of collecting information from large numbers of small. 
farmers. But this qualification does not vitiate the broad conclusion 
that employment opportunities have seriously limped behind increases 
in the national income. 


Spectacular increases have taken place for certain categories of 
work requiring a high level of training but the demand for semi-skilled 
and unskilled work hardly increases even when the gross national prod- 
uct is increasing, and the increase in the demand for what is now often 
called ''high-level manpower," great though it may be when expressed 
as a percentage of the present stock, is of course very small in rela- 
tion to total employment. 


A very important reason for this trend has been that industrial 
concerns, which have started up in Kenya and elsewhere in Africa since 
the war, appear in many instances to have economized in the use of 
labour and substituted mechanical methods of production after an initial 
period when their techniques of production were more prodigal in the 
use of labour. One of the attractions to a business proposing to set up 
a factory in an underdeveloped country is frequently said to be rela- 
tively low wages, and this attraction is usually underlined by the coun- 
tries concerned in their attempts to attract industry. 


Industries usually have some measure of choice as between those 
techniques of production which economize on labour by making intensive 
use of capital and vice versa. In a country where wages are relatively 
low one would expect new firms to use labour rather than mechanical 
contrivances wherever there is a genuine choice. And this in fact they 
tend to do, initially. But it is interesting to note that after a while the 
tendency is to go over increasingly to labour-saving techniques. In 
Kenya the policy of raising statutory minimum wages will have had the 
effect of making capital-intensive processes relatively more attractive, 
but whether it is the relative cost of labour and capital or the relative 
rate of change in these costs which matters most is by no means clear 
at present and warrants further investigation. I myself observed this 
in the cigarette industry in East Africa where the packing of cigarettes, 
which was originally done by hand, was soon turned over to a machine, 
and in the biscuit-baking industry automatic continuous ovens had vir- 
tually displaced older techniques some years ago. The inference for 
the expansion of employment opportunities is clear. Assuming that in- 
dustrial development will one of these days be resumed, its labour 
requirements will be modest in relation to its capital needs. The build- 
ing and construction trades may continue to be labour-intensive and 
even a small acceleration of industrial development will create a size- 
able demand for labour in the construction phase, but the numbers 
actually employed in manufacturing cannot be expected to rise substan- 
tially unless the industrialization process accelerates to a speed which 
no one at present envisages, at any rate not in the 1960s. 
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Urbanization and Productivity 





What are the implications of this view for the type of labour force 
that East Africa requires? Does industrial development really demand 
the deliberate fostering of an urban labour force consisting of workers 
who are fully committed to industry and to quote the Carpenter Report — 
divorced from ''enervating and retarding influences of (their) economic 
and cultural background" in the countryside? A nucleus of elite work- 
ers may indeed need to be of the kind envisaged — highly trained tech- 
nicians whose skill will pertain only to industries using an advanced 
technology. For the greater part of the labour force there is no reason 
to believe that permanence in town will be associated with any marked 
superiority in efficiency. 


The difference in efficiency between a permanent labour force and 
one which is to a greater or lesser degree migratory is not easy to 
ascertain or to study, and such evidence as is available on this topic 
tends to be unsatisfactory. For those employers in East Africa who 
regard themselves as progressive, or who are so regarded by others, 
it has virtually become an act of faith to claim greater efficiency for 
what they call a stabilized labour force, and statistics are from time 
to time produced in public to substantiate this claim. Yet, in the 
United States in the early nineteenth century, the majority of factory 
workers had some links with farming; indeed, many of them were 
farmers' daughters who went into the factories only for a short time 
until they had made a little money and then ''cleared out,"' as it was 
called. On economic grounds the case for taking deliberate steps to 
create distinct urban workers beyond the numbers required for work 
as technicians and other "high level'' work is probably slender. 


To get an economy off the ground in both rural areas and in towns 
its peoples must acquire (to quote John Vaizey) ''rational modes of 
thought and...an objective empirical attitude to nature and society." 
At the lowest level it is the habit of tinkering which will promote this 
and there is no need to live in a town to gain this useful experience. 

It is this habit of tinkering which is badly missing in most parts of 
East Africa and which is a real restraint on the efficient working of 
industry. Conditions during the nineteenth century in Great Britain 
and America were different; Britain's industries especially were 
craft-oriented and heavily dependent upon large numbers of skillful 
and skilled operatives. But industry the world over, including East 
Africa, is becoming increasingly science-based and capital-intensive. 
It needs most of all fairly small numbers of well-trained technicians 
and these ought indeed to come from amongst those who are fully com- 
mitted to industrial careers. But the majority of jobs may be as 


efficiently done by some forms of migrant labour as by permanent 
townsmen. 
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There are, however, two important reservations: the first is that 
an uneducated, illiterate, unreasoning and technologically clumsy 
population is not very likely to sparkle in either industry or farming. 
Anything which is done to raise the general level of relevant education 
and experience, in town or country, will ipso facto help to provide a 
more efficient industrial labour force. Secondly, employers need to 
gear their management practices to the type of labour force which they 
command. Provided they take account of the fact that much of their 
labour force will continue to revolve between town and country, there 
is no reason why this should have significantly adverse effects on the 
development of secondary industry. 
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THE POLICY RELATIONSHIP BETWEEN 
INDIVIDUAL RIGHTS TO LAND AND 
MIGRANT LABOR SYSTEMS IN AFRICA 


Peter F. M. McLoughlin 


[From Civilisations, International 
Institute of Differing Civilizations, 


Brussels, 
pp. 12-18.7 


These are 
excerpts 
from the 
article. 





XIV, No. 1-2, 1964, 


The majority of decision-makers in, and stu- 
dents of, African economies agree that the migrant 
labor system, and the question of land tenure are 
two of the most important economic subjects needing 
treatment before economic development can achieve 
significant momentum. The object of this brief note 
is to call to the attention of policy-makers in African 
nations the inter-relationship between these two cru- 
cial economic areas. To date, the policy networks 
which surround each appear to have been treated as 
mutually separate and exclusive. Rather, they 
should be considered as inter-related parts of the 
wider policy objective of stabilizing the entire labor 
force so as to raise both industrial and agricultural 
output. 


Stabilizing Industrial Labor 





The problems associated with the migrant labor 
system, in both the departed-from and the receiving 
regions, have been documented more fully perhaps 
than any other African economic subject. The basic 


Peter F. M. McLoughlin is Associate Professor 
of Economics at the University of Santa Clara, 
California and was, until recently, Research 
Economist with the International Bank for 
Reconstruction and Development. 
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policy objective unquestionably should be the maximum utilization of 
industrial manpower. This involves, principally, the stabilization of 
workers in the industrial milieux. ''Men of two worlds, '' moving back 
and forth between their rural homes and wage employment, do justice 
to neither world; their transience precludes the acquisition and reten- 
tion of the skills which are prerequisites of rising output and living 
standards. 


Freehold Land Tenure 








There is now an equally strong consensus about granting individual 
rights to land as one of the key techniques by which to increase agricul- 
tural output. Historically, land has been utilized on a tribal, lineage, 
or clan basis, each member of the particular group having an almost 
automatic right to farm land. While in numerous sections of Africa it 
is still true that ample land is available for all who wish to clear and 
otherwise prepare it, both population pressure, and the drive to pro- 
duce cash crops of all kinds, have increasingly meant overcrowding 
and overcultivation. Progressive and energetic farmers, as well as 
policy-makers, see individual rights to land as a means whereby land 
fertility may be maintained and agricultural output increased. The 
farmer will invest his effort and capital for the greater economic re- 
turns only if he is secure in the knowledge that what he builds up will 
remain his and his alone, and will not be subject to claim by another 
member of the group. Massive agricultural development plans and 
schemes (such as Kenya's) are, to a large extent, based upon this 
proposition. Support has also been given to the concept by writers on 
African agriculture. 


How They Are Related 








It is not contended here that the policy of granting individual rights 
to land is incorrect. In the few cases where there is sufficient evi- 
dence, it would appear to have been relatively successful. What is 
being suggested is that, as it becomes more general, it will have the 
effect of literally undermining the migrant labor system. This might 
also be a desirable policy objective. However, the literature on agri- 
cultural policy in inter-tropical Africa does not appear to indicate a 
full understanding of the direct connection between the policy objective 
of granting individual land tenure, and the migrant labor system. 


With every plot of land which no longer comes under the allocating 
jurisdiction of the clan or tribal head, the amount of land to which a 
householder may return after a stint at wage labor is reduced by the 
same amount. In time, leaving the land for the mine or the factory 
might entail leaving it for good. The effects on agriculture when 15% 
to 70% of the able-bodies males are absent can be read about and seen. 
The effects on the migrant labor system of events in agriculture are not 
necessarily so easily perceived. 
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Historically, the householder has been able to migrate for a year 
or two of wage employment, or even more in many cases, and then 
return to his community knowing that, by virtue of being a member of 
that group, he is entitled to agricultural and/or grazing land. This 
right has supported the householder's decision to enter the wage labor 
force, as well as to accept a lower industrial wage than would be paid 
in other circumstances. The worker knows before he starts out that 
at any future time, when things get tough in town, when he is unem- 
ployed, when he wants to get back to a ''proper'' life, when he has 
accumulated the funds he wants, when he gets ill, when he wants to 
retire, etc., he may come back to his village and be assured of a 
place to cultivate. How many men, then, would leave their villages 
for wage labor (on longer than a seasonal basis) if they thought that 
they would not be able to return and claim land? 


Need for Effects of Higher Productivity 





This traditional system of tenure has not been characterized by 
high levels of productivity. One of the important techniques by which 
the rural labor force may be encouraged to increase production is to 
give householders security of tenure. The gain to the economy can be 
measured by the resulting increase in agricultural output. However, 
the cost of this enhanced agricultural output in the long run would have 
to include the additional burden simultaneously placed upon the non- 
agricultural sectors, as they would have to furnish all those benefits 
which the rural economy normally has provided for migrant industrial 
workers. Historically, the rural economy has raised and educated 
the workers, supplied them with income between wage jobs, supported 
their retirement, and, in the majority of cases, maintained their fami- 
lies and dependents as well. The cost to industrial and other employ- 
ers of a stabilized wage labor force is the equivalent of all these items 
through which the rural economy has, in fact, subsidized the indus- 
trial sectors. Industrial workers' incomes would have to be tripled 
or quadrupled to pay for decent housing and other ingredients of an 
appropriate standard of living for workers and their families, and to 
provide some form of retirement security. If entire industries are 
not to fold up completely under this revised cost structure, if new 


ones are to start, workers' productivity would have to be increased 
by roughly equal degrees. 


If the pace of individualization of land tenure is relatively slow, 
and if the expanding demand for wage labor in nonagricultural activities 
is met by the already-existing supply (many urban and industrial com- 
munities feature an increasing percentage of workers who were born 
there, and who have no clear rights to agricultural land), then such 
individualization is probably not going to disjoint too badly the equilib- 
rium presently established by the migrant labor system. But, if the 
rate of individualization is high (and it will tend to increase in the 
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more favorable agricultural areas), and if industry needs a continua- 
tion of, or an increase in, the flow of workers from the rural areas, 
then policy coordination becomes particularly important. 


Because of the difficulty of increasing worker productivity in the 
shorter term, the most rapid increase in industrialization, in the 
shorter run at least, can probably be achieved by extending the insti- 
tutional framework of the existing industrial system, which means 
gearing the expansion to the continued use of migrant labor. More- 
over, the propensity to utilize a constantly renewed agglomeration of 
unskilled and semi-skilled workers, each with relatively low produc- 
tivity and levels of skill, might very well be reinforced by the con- 
siderable volume of academic and political nonsense which insists that 
labor intensive, and not capital intensive, equipment and tools provide 
the basis for further growth. Nothing could be more inimical to the 
long-run establishment of very much higher industrial productivity, 
and, through this, of an equilibrium between high output and stabilized 
agricultural labor forces on the one hand, and equally high output 
industrial labor forces on the other. 


Thus, over the long term, there are factors working on both sides 
to eliminate the migrant labor system. In industrial areas, the need 
for higher skills in increasingly capital intensive industry will render 
migrant labor unusable. In the countryside, the considerable body of 
evidence indicates very clearly that the most favored growing areas 
(with the best soils, volume and reliability of rainfall, etc.) are 
almost always the centers of population concentration, and, in addition, 
have been subject to the most intensive pressures to expand cash crop 
production. Cash crop production creates demands for even more 
land, in addition to that required for the family's own food supply. 
Such cash crop production, initially at least, is seldom integrated into 
the normal pattern of subsistence growing. Cash cropping also en- 
courages a greater incidence of mono-culture, thus putting additional 
strain on the land unless accompanied by fertilizers and controlled 
rotation. Shifting subsistence cultivation, hence, gradually turns into 
family and individual usufruct. The continuation of the trend leads 
farmers increasingly to demand and obtain individual tenure, thus 
permitting individual investment in the acceleration of cash crop pro- 
duction, and the retention of land fertility. 


Integrated Policy Needed 





It is necessary to realize, in conclusion, that the change from a 
migrant labor system with relatively low levels of efficiency in both 
industry and agriculture to a balanced economy in which both industry 
and agriculture have more stable and higher-output labor forces will 
take many years. Efforts to effect stabilization must be undertaken at 
both ends, by industry and in agriculture. Fixing a labor force on the 
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land by the granting of individual tenures, and fixing a labor force in 
industry by gradually improving productivity, and by providing higher 


real incomes, will both go on simultaneously, and as quickly as pos- 
sible. 


But the treatment at each end of the spectrum must be coordinated 
with what is going on at the other end. Imbalance is automatic if you 
ban people from the land more quickly than they can be absorbed in 
industry; or if you make industry so attractive that the more progres- 
sive and eager leave the land in such a volume that the rise in agricul- 
tural output does not keep pace with the growth of the rest of the 
economy or of the population. In other words, agricultural develop- 
ment policy and industrial development policy must be integrated, and 
not treated as separate and individual policy problems. Moreover, 
there is still the very strong possibility, once industry has the number 
of workers it needs and all of the best lands are allocated, that there 
will be a large percentage of the population left over, creating an addi- 


tional problem with which any coordinated policy and the politicians 
must deal. 
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THE ROLE OF PERSONALITY FORMATION 
IN MOTIVATING DEVELOPMENT 








This section contains excerpts from the works of an 
economist, Professor Everett E. Hagen, and of a psy- 
chologist, Professor David C. McClelland. Both have 
made important contributions in recent years to the 
growing understanding that the development process can- 
not be explained by economic factors alone. Each of 
these authors assigns a key role to personality forma- 
tion in developing societies, because it is this process 
which inculcates into each generation the values and 
norms which govern its social behavior. Professors 
Hagen and McClelland stress different aspects of the 
process of personality formation and assign different 
importance to various components of motivation. Never- 
theless, they are agreed as to the fundamental signifi- 
cance of personality in development and as to the 
predominant influence of family relationships in the 
process of personality formation. 
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SOME CULTURAL AND PERSONALITY 
FACTORS IN ECONOMIC DEVELOPMENT 


Everett E. Hagen 


[From ''The Role of Different Sciences 

in the Teaching Curricula of the Institutes, "' 
a paper presented at the Fourth Annual 
Meeting of Directors of Training Institutes 
in the Field of Economic Development, 
sponsored by the Development Centre of 

the Organisation for Economic Cooperation 
and Development (OECD), and held in 
Washington, D.C., September 21-24, 1964.7 


[This paper was prepared for the 
OECD's Fourth Annual Meeting of Directors 
of Training Institutes in the Field of Eco- 
Excerpts from nomic Development. The portions of Pro- 


the paper begin fessor Hagen's paper reprinted here 
on the following 


constitute the rationale for specific recom- 


page. mendations for inclusion in the curriculum 


of these institutes of training in relevant 


social science disciplines in addition to 
economics. 
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Phases in the Analysis of the Problem of Development 











When assistance to the economic development of the developing 
countries became a question of importance after World War II, aca- 
demic analysis of the process of development was stimulated. 
Economists tended to assume that the people of the low-income coun- 
tries are too poor to save; that these countries offer markets too small 
to induce productive units of efficient size; that the lack of infrastruc- 
ture in power, transport, communication, and urban utilities creates a 
serious barrier to development; and that economic difficulties are the 
most (some economists said, the only) important barrier to develop- 
ment. 


As a sequel to this analysis, economists tended to assume that if 
economic resources are provided from the outside; if fiscal and mone- 
tary policies which sustain a high level of demand without unduly dis- 
turbing economic stability are maintained; and the resources available 
for investment are allocated among sectors of the economy and among 
individual projects within sectors according to sound economic analysis, 
economic development will proceed. They divided on how high a level 
of demand is desirable, and on the nature and degree of governmental 
intervention conducive to the optimum allocation of resources. But, 
beneath these disagreements lay substantial agreement among a number 
of economists studying development on the propositions stated above. 


This summary does injustice. Almost every economic analyst 
studying economic development agreed that some other factors are of 
importance. However, when an economist presented an analysis he 
often ignored other factors, because he claimed no competence with 
respect to them. Of course, ignoring them when making prescriptions 
is equivalent to assigning them zero importance. 


An advance on this analysis soon made by economists was to per- 
ceive that one barrier to effective investment of capital by residents of 
low-income countries is lack of effective knowledge of more advanced 
techniques. Therefore, they agreed, technical advice is necessary. 
However, technical advice has often proved ineffective. Indeed, it is 
likely that if an analysis were made of the degree to which technical 
advisory missions of all governments and international and private 
organisations have achieved their stated goals, the results would be 
startling. Somehow, advice often is not taken. A protective shell 
seems to prevent it from penetrating or unexpected difficulties arise 
which nullify it. Sometimes, it is taken and seems effective for a 
time, but there is then a gradual reversion to old methods. Some tech- 
nical advice has, of course, been highly effective. But, if the informed 
guesses of the individuals attending this Conference concerning the 
fraction of advisory projects which attained success were pooled, the 
median fraction would probably not be very high. 
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Thus, even the investment of indigenous resources plus economic 
aid plus technical assistance has often not brought continuing economic 
advance. Or, at least, these three factors in combination have brought 
much smaller results than would be expected if there were no other 
serious barriers. By this fact, the theory that the only major diffi- 
culties in development are economic plus technical was brought into 
question. 


The next step in analysis by some economists was to conclude that 
technical aid of a simple and immediate nature is not enough; that a 
more fundamental and thoroughgoing training of human beings is neces- 
sary. ‘Investment in human resources,'"' that is, education of the 
appropriate sort, it is argued by some economists, not only is by far 
the most productive sort of investment, but is the single crucial factor, 
the key to the problem. 


The evidence concerning this hypothesis is singularly tricky. It 
is possible to note the differences in income earned over a lifetime by 
individuals with different degrees of education. On the assumption 
that the differences in education are the sole factor causing the differ- 
ences in income, the rate of return on the cost of education can then 
be calculated. It is also possible to obtain data concerning the cost 
of specific educational programmes — in agricultural extension, in- 
dustrial crafts, etc. — and to relate to this the increase in income 
resulting from the adoption of the improved methods taught in these 
programmes. However, things other than the education probably 
affect the outcome in all such cases. Probably, individuals obtaining 
more education than others on the average have greater innate intel- 
lectual ability. Perhaps much more important, in some degree they 
are self-selected and have more favourable attitudes toward learning 
and trying new methods. Many of them must come from homes where 
the process of learning new things is highly valued, so that they gain 
a satisfaction from the process of education itself and hence are highly 
receptive to it. This is probably especially true of those who accept 
agricultural extension or other short courses in new techniques. (It 
is not true of all individuals in the less developed countries who seek 
education. Many individuals who choose humanistic or liberal arts 
courses may come from families in which there has been inculcated 
in them a high appreciation for the elite status of being a school 
graduate, rather than a high valuation of learning new things. ) 


Now, in circumstances in which a society is exposed to change, 
these differences in personality would cause different individuals to 
achieve far different things, even if there were no difference in the 
educational programmes to which they were exposed. There is, 
therefore, a considerable probability that some of the arguments 
which attribute primary importance to certain types of education as 
agents of change oversimplify the situation, and attribute to the 
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educational programmes results which are in large part not caused by 
them. In any event, some of the barriers encountered — discussed 
below — seem not amenable to being greatly influenced by formal edu- 
cation. 


Understanding the Traditional Society 





Many analysts have, therefore, acquired an impression that influ- 
ences on human behaviour not comprehended within economic or 
educational analysis may be of great importance in determining the 
degree of success of economic development. There can be little dis- 
sent from the statement that anthropology can provide persons who 
work in the field of economic development with descriptions extremely 
useful to them of the behaviour of traditional societies and of reactions 
to economic change. 


Descriptions of traditional societies, even on what, to anthropolo- 
gists, is a fairly superficial level, may disabuse students of economic 
change of the notion that the people of low-income socities continue 
their traditional ways mainly because ''better'' ones have not been 
demonstrated effectively to them. The anthropologist may, for exam- 
ple, describe not only the nature of bazaar trading but also the reasons 
for its attractiveness to the persons taking part in it. Again, he may 
indicate not only the relationships among the members of extended 
families in one society or another, but also the values and sanctions 
which may make it both inexpedient and immoral for an individual to 
break those bonds and act in an individualistic manner. He may also 
disabuse the economist of the notion that the institution of the extended 
family is always or necessarily a barrier to economic change. Asa 
third example, the anthropologist may give a better notion than the 
nonanthropologist would otherwise have of the nature of community 
relationships in a traditional rural community, or of the nature of 
relationships between subordinate and superior, and the implications 
of each for one or another type of change. 


Self-commitment to factory work by erstwhile peasants is a 
traumatic process. Because of the psychological stresses, wholly 
unanticipated and "illogical" labour difficulties and labour disputes 
may arise. So-called cooperative associations established by the gov- 
ernment from above in a praiseworthy effort to foster self-help by 
peasant cultivators often bring merely a purely passive acceptance of 
the financial benefits offered by the government, indeed even exploita- 
tion of them where lax administration makes it possible, without any 
truly cooperative action. Again, the line between behaviour stimulated 
by the traditional moral concern of each individual for his family, plus 
traditional exchange of gifts for action performed, and behaviour which 
in a Western society js pure corruption, is not always clear. In many 
ways of which these are examples, the knowledgeable anthropologist 
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may give his brethren from other disciplines valuable understanding 
of the process in which they are involved. The knowledge may be of 
especial benefit to individuals who themselves are not from tradi- 


tional societies, but it may also greatly enlighten indigenous individu- 
als. 


Some Basic Cultural Obstacles to Change 





Almost every student of economic development would agree today 
that some of the serious difficulties encountered are not economic but 
rather cultural. Many students, including the writer, believe that 
their nature is more clearly indicated if they are referred to as re- 
lating to personality rather than to culture. This change in terminology 
indicates a changed attitude toward the origin of the difficulties and 
reasons for their persistence. ; 


In my discussion of the difficulties, I have referred occasionally 
to traditional societies. By a traditional society, I mean one in which 
methods of production and the political structure are traditional. 
Techniques of production, rather than being changed repeatedly, year 
after year, by the introduction of innovations which increase produc- 
tivity, remain as they have "'always'' been, except that in enclaves 
introduced by foreigners technically advanced methods may be used. 
The political structure is not representative or democratic. Political 
authority is vested by consensus in one individual or small group tra- 
ditionally recognised as having the right to govern. 


Let us consider a few serious obstacles to economic development 
frequently encountered in traditional societies. The discussion is 
illustrative and by no means complete. 


At times, One encounters inaction which seems to be due toa 
deep-seated fear of any change or a deep-seated belief that no change 
of any sort will bring improvement, or perhaps (so it seems to the 
layman) simply to inertia. Advice is given; advantages of a new method 
are explained; the explanation is apparently understood and is assented 
to; perhaps action is agreed upon; but no action follows. This attitude 
and behaviour have been described in China in the saying ''The word is 
the deed'' (meaning, the word is substituted for the deed). They are 
described in Latin America as ''mafiana-ism'"' (putting off until tomor- 
row what should be done today). They are not limited to these two 
areas, but are found in many other traditional societies as well. 


Sometimes, of course, they are due to reasonable appraisals by 
individuals of the situation facing them. Thus peasants and other 
members of the less elite classes often have ample reason to distrust 
the classes from which recommendations for change come. The 
peasant who feels helpless in the face of official levies by tax collectors 
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and unofficial levies by soldiers, landlords, and various administrative 
officials is apt to regard a proposal that he shall change his methods in 
order to increase his production as an attempt by the tax collector to 
increase his levies, the soldier his forced extortions, the landlord his 
rent, and various officials their ''squeeze'' or ''dash.'' He views the 
elites of his society not as leaders and guides (as his ancestors may 
have viewed them) but as hostile extortioners. He cannot conceive that 
they would give him advice which would help him. He is apt to view 
foreign advisers associated with those members of the elite in the same 
way. Sometimes, also, ''mafiana-ism'' seems to be resistance, the 
only resistance a less elite person dares to offer to a more elite person 
whom he distrusts and hates. Sometimes, on the part of officials, it 
seems to be due to lack of interest in the purpose of the action, e.g., 
economic development. But, with due allowance for all such rational 
motives, there often seems to be inertia at high as well as low levels 


of a society, which cannot be satisfactorily explained in these logical 
ways. 


Many observers have noted the persistence of hierarchical organi- 
sation and behaviour in newly developing countries. In peasant com- 
munities, there is a great deal of mutual aid and careful searching out 
of mutual accommodation among equals, but even here hierarchy is a 
fundamental part of the structure. Older son dominates younger son; 
the father dominates the family; the decisions of the elders govern 
village disputes; etc. In the larger society, hierarchy is the rule 
from bottom to top. For judgments in secular matters beyond his 
traditional cultivating skills, the peasant in almost all traditional 
societies depends on his landlord, or on some surrogate individual one 
social level above him — in Latin America, a ''compadre"'; in Japan, 
often an employer or wealthy peasant; in India, a person in the appro- 
priate caste relationship; etc. 


The dependence on higher authorities for guidance goes to the top 
of the political structure. Even in many of the societies which regard 
themselves as having abandoned political traditionalism, and which 
have adopted forms of democracy, the chief executive is, in effect, the 
ruler, and the parliament a rubber stamp. Where colonial or oligar- 
chical government is overthrown by a revolution, a dictator imposed 


from above is often replaced not by democracy but by a dictator chosen 
by consensus. 


Within the civil service, a bureaucrat may be arbitrary in making 
choices among persons and in approving or rejecting routine requests 
or applications, but when it comes to making a decision on a new prob- 
lem he passes responsibility upward. He rarely delegates his own 
discretionary powers downward. (It might make little difference in any 
event.) Thus, even the tiniest matters arrive at desks high in the 
hierarchy, where they occupy time and sometimes seem to be means of 
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avoiding facing larger problems in new fields of action. Colonial rule 
is often charged with responsibility for fostering this pattern of be- 
haviour among civil servants, but since the pattern is found in socie- 
ties that have never been colonial, and since it is consistent with the 
hierarchical structure seen outside of the bureaucracy as well, it 
certainly has deeper roots. 


The importance of status to traditional individuals has also often 
been noted. An official may feel that his importance depends not on 
what he accomplishes but on the position he holds and the authority 
he exercises. The effect is to create both negative and positive diffi- 
culties. An official, though he gives lip service to development, and 
may be proud of his association with a development programme, feels 
no pressure to act effectively to carry out the programme. Simply 
holding an office, and retaining its authority, seem to be sufficient 
assurance to him. But, it is important to retain the authority; he will 
not delegate decision-making power to subordinates. Neither will he 
yield his decision-making prerogatives to a central review and coor- 
dination agency, nor investigate carefully the prospective needs of 
other agencies so that he can accommodate his plans to theirs. 
Finally, he will resist review of his activities by other officials, for 
this implies some interference with his prerogatives. 


Economic planning and economic entrepreneurship sometimes 
break down for an alternative reason, namely because of the repug- 
nance of elite individuals in societies that are still partially tradi- 
tional to participating in manual-technical labour or associating 
themselves closely with it. Dirty and sweaty work is a menial activ- 
ity; even indirect association with it makes such an individual un- 
comfortable. Therefore, while he may hold a title as director ofa 
government enterprise, it does not occur to him that he should 
concern himself with the grubby details. Economic planning is 
crippled by this attitude, because planning becomes a high-level 
paper exercise rather than a practical investigation of how to mesh 
various activities effectively. 


For sharpness in exposition, these sources of difficulty have 
been stated here in extreme form. They are not always met in this 
extreme form, but anyone who has worked on the problem of economic 
development in any newly developing country will probably recognise 
that he has encountered one or another of these difficulties in quali- 
fied form, and that it has rendered unworkable plans which on purely 
economic grounds were judged to be workable. 


The Role of Personality in Development 





What are the causes of such patterns of behaviour? This is the 
question which the various social sciences must face. The trite 
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statement that these behaviour patterns are traditional, and that tradi- 
tion is very persistent, while true, is not very helpful. There isa 
school of thought which believes that the problems can be understood 
only if personality theory becomes a part of the explanatory apparatus. 


This more concrete view will be illustrated by two kinds of tentative 
hypotheses. 


The first offers an explanation of the phenomena of the importance 
of status and repugnance to being associated with manual-technical work. 
The hypothesis is drawn from the psychological concept of the impor- 
tance to every individual of his identity — more strictly, of his own 
concept of his identity. To live comfortably with himself in any society, 
the individual must justify to himself his position in the society. Ina 
progressive society, an individual who has gained a superior position 
can typically attribute it to his abilities and achievements. In a tradi- 
tional society in which the elites either directly inherit their position 
or obtain it through inherited influence, they cannot find this justifica- 
tion. They must, therefore, find some other. The one which they 
find is to persuade themselves that they are superior in essence; that 
is, more refined by nature than those of lower status. 


Where such attitudes exist, they have been inculcated in infancy 
and early childhood, for in adulthood they are entirely unconscious. 
The adult does not know that he feels that associating himself with 
tools and machines will in his mind make him identical with menials, 
and thus rob him of his reason for existence. He may not even be 
aware that he has an aversion to associating with manual-technical 
activities; he assumes that his attitudes are ''natural'' ones. But the 
fantasies he reveals in psychological tests may show how deeply seated 
are his aversions, and may suggest that some rather fundamental pro- 
cess, like that suggested above, may be at work within him. 


To an individual with such attitudes, authority rather than per- 
formance would be the symbol of his eliteness. Delegating any of his 
authority would be admitting an inferior to equality with himself or, in 
other words, giving away part of his identify. And, even accommodat- 
ing his decisions to mesh with those of an equal would be threatening. 


The second hypothesis, though intellectually straightforward, is 
more comprehensive and more complex to explain. While, like the 
one stated above it is somewhat speculative, there is a certain scat- 
tered direct empirical evidence in its support. Before sketching it, it 
will be well to present two preliminary statements of fact. 


One of these is that technical advance does not consist merely of 
imitation of Western methods. Mere imitation, when a process is 
transferred from one society to another, is almost always virtually 
impossible. Almost no technique can be adopted from abroad without 
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a considerable amount of adaptation, which requires solving unique 

problems. Thus, to cite an extreme example, to a Westerner the 
spade and shovel seem in most circumstances vastly more efficient 

digging tools than the digging hoe, and their use seems an absurdly 

simple matter. Yet even the transfer of the spade and shovel to 


tropical or semi-tropical barefoot peasants requires creative adapta- 
tion. 


Again, a factory in Western Europe or the United States depends 
to such a great degree upon the technical and institutional complex 
within which it operates that, if it were deposited intact in any less 
developed economy and run by its Western managers in the same way 
in which they run it in the West, it would break down within a very 
short time. To make it operate efficiently, the Western managers 
would have to solve problems of supply, marketing, maintenance, 
repair, personnel relations, management, structure, and contractual 
and financial relations which they had never before faced. Indigenous 
individuals attempting to introduce new production units or methods 


must likewise solve problems, large or small, which no one, any- 
where, has previously faced. 


The same is true of government officials planning and executing 
economic development programmes. Government organisation and 
operations must be altered in fundamental ways. 


This, then, is the first preliminary statement of fact: all tech- 
nological advance in presently underdeveloped countries involves 
creative innovation to accomplish the solution of unique problems. 
The concept that advance can be achieved by simple imitation of 
Western advanced methods is grossly erroneous. 


The second statement of fact is as follows: every individual seems 
to have a dual response to facing problems. To some degree, a prob- 
lem perhaps seems to any individual to present an opportunity to exer- 
cise his abilities, and he is drawn toward it. At least this is true of 
problems in a field in which he is interested and in which he feels 
capable. At the same time, to some degree a problem is a threat to 


any person. It confronts him with the danger of failure, and he feels 
anxious. 


In some individuals, the positive response predominates: on 
balance, any problem in a field in which the person is interested at- 
tracts him. Any tension he feels merely keys him to vigorous effort. 
But the response of anxiety predominates in other individuals, and 
they avoid problems. Quite unconsciously, they avoid noting oppor- 
tunities for change, since making a change would involve facing prob- 
lems and making judgments. When an opportunity for change is 
presented squarely to them, they find reasons why it would be 
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disadvantageous, or postpone decision because they are occupied with 
some other matter, or ask someone else to make the decision, or agree 
with the desirability for action but somehow fail to act. 


In any society, the anxiety response dominates in most situations 
for most individuals, and they avoid recognising problems and thereby 
having to attack them, except for fairly routine ones in a field of activ- 
ity in which they are interested and have experience. But, in many 
societies, an occasional individual here and there in the various com- 
munities of the society is prudently self-confident even when venturing 
into new areas, indeed is curious and likes the feeling of attacking new 
things, and takes initiative. These are the individuals who make 


representative government work, and who carry on continuing technical 
progress. 


We may now consider the second hypothesis. It is that while there 
are some such individuals in any society, there are far fewer in tradi- 
tional societies than elsewhere. One reason, inadequate in itself, for 
believing this is that it explains neatly both the resistance to change 
and the hierarchical structures found in traditional societies. Its rela- 
tionship to the resistance to adopting change is fairly obvious. By not 
attempting change one avoids the pain of anxiety in facing decisions. 

Its relationship to hierarchical social structure is more complex. 

That social structure, of course, provides an efficient means of avoid- 
ing the anxiety of decisions. Problems not soluble will arise; they can- 
not be entirely avoided. But, in a position ina hierarchy, one can 
avoid anxiety by passing them upward for decision to a superior, who 
can decide them arbitrarily or ignore them, or who perhaps is suffi- 


ciently creative so that he does not mind facing them and deciding them 
logically. 


But hierarchy does more than this. Any individual who feels 
anxiety at facing problems in general also feels it at facing the prob- 
lems of competition or accommodation with other persons. Further- 
more, typically he also feels considerable repressed hostility toward 
all other persons. On both grounds, matching his wits or his authority 
with someone else, or finding a mutual accommodation, is a somewhat 
painful process. But he likes the feeling of power over someone else. 
Hierarchy nicely takes care of this situation. At any level in a hier- 
archy, the individual has authority over other persons which he can 
exercise without fear of creating a problem of relationship. An official 
has certain prerogatives — issuing licenses, permits, authorisations, 
or denying them; settling disputes; appointing subordinates and con- 
trolling them; and the like — and his decisions concerning such matters 
are right because he made them, and he can make them according to 
traditional rule or arbitrarily with a feeling of power and without 
anxiety. At the same time, he yields to the authority of his superiors — 
and if this sometimes humiliates him, he can retaliate on his inferiors. 
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In the old German saying a bureaucrat of this type ''kicks down and 
bows up.'' And this sort of hierarchical relationship is not restricted 
to the bureaucracy of traditional society. Though less conspicuous, it 
is found also in almost all other relationships, and yields the same 
dual satisfaction of protection against anxiety and venting of one's 
desire for arbitrary authority. But, the problems involved in execut- 
ing new programmes in nontraditional fields are not solved. 


The hypothesis that the ''problem-solving'' personality is much 
less common in traditional societies than elsewhere is not, however, 
based merely on the fact that it provides an explanation of phenomena 
frequently observed. There is scattered empirical evidence, too com- 
plex to present here, that there are some basic similarities in the 
beliefs of adults in all traditional societies about proper attitudes 
toward infants and children, and in the childhood training and environ- 
ment that result from these beliefs. That childhood training and ' 
environment are of the sort which psychoanalysts would expect to pro- 
duce individuals who experience a high degree of anxiety when they 
face problems. I have presented some of this evidence in Chapter 8 
of my book On the Theory of Social Change (Homewood, Illinois, The 
Dorsey Press, 1962). 





Moreover, that childhood training, reinforced by the social struc- 
ture and other external circumstances of traditional societies, is of 
just the sort to inculcate in individuals as they become adults the same 
attitudes toward children which their parents had, so that social struc- 
ture, culture, and personality interlock to recreate the same sort of 
personalities and the same sort of social structure, generation after 
generation. Thus, this hypothesis explains not only the hierarchical 
structure and resistance to change in traditional societies at any given 
time, but also why they have persisted, generation after generation, 
century after century, and in some societies millenium after millenium. 


On reflection, this thesis of a common factor in all traditional so- 
cities is not so odd as it may seem at first glance. That many societies 
should be similar in this respect is perhaps not a coincidence; rather, 
it is the reason why they remain traditional. 


And what is true of traditional societies may also be true of socie- 
ties that have been traditional and are just now rather impatiently 
attempting to break old bonds and become democratic and technically 
progressive. When such societies use democratic forms but enthusi- 
astically yield all authority to authoritarian leaders, the presumption 
is fairly strong that the personality type which reacts predominantly 
with anxiety at facing problems and wishes to refer them to a leader 
for decision is dominant in the society. The presumption is not con- 
clusive, however. In traditional personalities, the phenomenon may 
occur of relieving one's anxieties by dependence on authority in one 
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sphere and thus gaining enough emotional security to be innovational in 
another sphere. Or, societies may be traditional — partly authori- 
tarian and partly innovational — because the mass of the people, who 
determine the political structure, have a high need to avoid anxieties 
by depending on a leader, while various individuals of somewhat higher 
socio-economic classes — plus an occasional individual from the lowest 
socio-economic classes — are creative, and, operating within this 
political framework, carry on economic and technical progress. 


The objection may be raised against this thesis that individuals in 
many newly developing societies do not seem anxious. However, it 
should be noted that neither in a traditional society nor elsewhere will 
such individuals necessarily admit, or know, that they feel anxiety at 
facing testable decisions. There are several reasons why this is true. 
One is that it is not proper to feel anxiety at facing problems, and 
therefore one may deny it to oneself as well as to others. A second is 
that one way of handling anxiety is to repress it, that is, to deny to 
oneself that it exists. There are, nevertheless, objective psychologi- 
cal methods of demonstrating its existence. The third is that such 
individuals often assume that they react to problems in the way every- 
one does; their reaction seems to them to be the normal one, and they 
would deny that there is any special feeling associated with it. 


These two hypotheses are unconventional ones, held by the writer 
and a small school of scholars who emphasize personality theory. The 
reason for choosing these specific hypotheses for purposes of illustrat- 
ing will be stated shortly below. It is not argued here that these 
hypotheses, or others similar to them, are the correct and basic ones. 
The standard anthropological literature, and to a lesser extent the 
standard sociological literature, presents various other analyses to 
explain various aspects of behaviour and structure of traditional socie- 
ties. Almost all of them have at least one thing in common with the 
hypotheses presented above: they emphasise the stubborn persistence 
of tradition. 


Operational Implications 





What proposals for altering these obstacles to change arise out of 
such analyses? Unfortunately, it is in the nature of things that there 
can be very few proposals for deliberate action to bring change. In my 
book On the Theory of Social Change, I have attempted to explain how 
change occurs, but my sketch is that of a slow historical process, not 
of deliberate measures to produce change. 





Nor do the writings of other writers relating to social change offer 
many suggestions concerning deliberate change. However, Talcott 
Parsons (The Social System, Glencoe, Illinois, Free Press, 195l, 

Ch. xi.; Talcott Parsons and Robert F. Bales, Family Socialization 
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and Interaction Process, Glencoe, Illinois, Free Press, 1955) has 
sketched a sequence of social change which he believes to be general; 
and Neil Smelser (Social Change in the Industrial Revolution; An Appli- 
cation of Theory to the British Cotton Industry, Chicago, University of 
Chicago Press, 1959) has applied the same sort of analysis with valu- 
able insights of his own to the process of change in the cotton textile 
industry in England during the Industrial Revolution. H.G. Barnett, 

in an insightful and stimulating book entitled Innovation: The Basis of 
Cultural Change (New York, McGraw-Hill, 1953), has suggested why 
one society may influence another, the type of individual apt first to 
accept new culture elements, the type of individual apt to transmit 
them, the type of individual apt to resist, etc. On behalf of the Social 
Science Research Council, four authors have summarised accepted 
anthropological principles concerning the process of transmission of 
cultural traits (''Acculturation: An Exploratory Formulation, '' Ameri- 
can Anthropologist, Volume LVI, No. 6, Part I, Dec. 1954, pp. 973- 
1002). Other articles and books might be mentioned. 




















These it will be noted are from the American literature. Many 
from the European literature might be cited. However, none of the 
writers on this subject explicitly suggests methods of inducing desired 
change. While Barnett's discussion might seem implicitly to suggest 
to a person who wished to induce change how he should go about it, in 
fact it is clear that whether change proceeds depends on underlying 
conditions in the society, and that the deliberate selection of socially 
distinct types of individuals or groups into which, so to speak, to in- 
ject ideas of change may create such resistances within the society 


and have such unanticipated side effects as to nullify the entire ven- 
ture, or worse. 


The reason for choosing the hypotheses stated above to illustrate 
theorising about the noneconomic obstacles to economic development 
may now be suggested. It is this: from the viewpoint of indicating the 
possibility of removing or ameliorating the difficulties, these hypothe- 
ses are among the most pessimistic of theories. They suggest that 
change is apt to occur only over a series of generations, under his- 
torical pressures that alter childhood environment. 


As an example of their pessimistic implications, they suggest 
that formal education does not have much power to alter the situation. 
Formal education can provide mental tools, but unless there is amel- 
ioration of the resistance to change, the deep-seated attraction of 
hierarchy, elite repugnance to being associated with manual-technical 
work, and the like, mental tools will have limited beneficial effect. 
Attitudes so deeply implanted in the individual's unconscious processes 
early in life are usually not reversed or even greatly affected by for- 
mal education. In some special cases of individuals at conflict with 
themselves, education may tilt the scales, but these are uncommon 
cases. 
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However, even if the various social sciences have no more opti- 
mistic advice to offer than that indicated in these hypotheses about the 
possibility of altering the noneconomic barriers to economic develop- 
ment, these social sciences merit a place of some importance. 


To ignore the problem of noneconomic influences on economic 
development is an evasion, a rationalisation, a convenient excuse for 
not acting outside the bounds of one's own discipline, which in princi- 
ple is not entirely unlike the rationalisations found by some traditional 
individuals for not innovating. Analysis of uniformities in the sequence 
of development in various countries should warn economic planners 
and entrepreneurs about possible dangers in projects which, on purely 
economic grounds, seem thoroughly justified but, which for their suc- 
cess in fact require technical, economic, psychological, or institu- 
tional complements which do not yet exist in the society in question. 
The moral in some cases may be to establish the complements or to 
adapt the project so that the complements are less essential. In other 
cases, this may not be feasible, and the analysis may lead to abandon- 


ment of a planned project which otherwise would be attempted and 
would fail. 


Knowledge of possible cultural or personality difficulties would be 
of precisely parallel value to planners or entrepreneurs. If human 
attitudes vary among societies, but men can do little to change those 
attitudes by deliberate action, it is not always satisfying to be told 
that the action planned is not feasible because of the attitudes of the 
leaders of the people. Yet it may be true, and if it is true the fact 
should be faced. The warning may serve both to prevent adoption of 
some projects which cannot in fact be executed and to induce adaptation 
of others and more effective preparation for them so that they will suc- 
ceed. Without the warning about cultural or personality problems, they 
will fail. Toa limited degree, the analysis may suggest changes in the 
cultural or personality factors which can be brought about. 
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THE ACHIEVEMENT MOTIVE IN ECONOMIC GROW TH 
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ber 1960. David C. McClelland's paper is based 
on his book, The Achieving Society, Princeton, 
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The question of why some countries develop 
rapidly in the economic sphere at certain times and 
not at others is, in itself, of great interest. Usually, 
rapid economic growth has been explained in terms 
of ''external'' factors — favorable opportunities for 
trade, unusual natural resources, or conquests that 
have opened up new markets or produced internal 
political stability. But, I am interested in the 
internal factors — in the values and motives men 
have that lead them to exploit opportunities, to take 
advantage of favorable trade conditions; in short, to 
shape their own destiny. Whatever one thinks of 
Freud and the other psychoanalysts, they performed 
one extremely important service for psychology; 
once and for all, they persuaded us, rightiy or 
wrongly, that what people said about their motives 
was not a reliable basis for determining what those 
motives really were. About ten or twelve years ago, 
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the research group in America with which I was connected decided to 
take this insight quite seriously and to see what we could learn about 
human motivation by coding objectively what people spontaneously 
thought about in their waking fantasies. Our method was to collect 
such free fantasy, in the form of brief stories written about pictures, 
and to count the frequency with which certain themes appeared — 
rather as a medical technician counts the frequency with which red or 
white corpuscles appear in a blood sample. We were able to demon- 
strate that the frequency with which certain ''inner concerns'' appeared 
in these fantasies varied systematically as a function of specific ex- 
perimental conditions by which we aroused or induced motivational 
states in the subjects. Eventually, we were able to isolate several of 
these inner concerns, or motives, which, if present in great frequency 
in the fantasies of a particular person, enabled us to know something 
about how he would behave in many other areas of life. 





Chief among these motives was what we termed ''the need for 
Achievement" (n Achievement) — a desire to do well, not so much for 
the sake of social recognition or prestige, but to attain an inner feel- 
ing of personal accomplishment. This motive is my particular con- 
cern in this paper. Our early laboratory studies showed that people 
"high" in n Achievement tend to work harder at certain tasks; to learn 
faster; to do their best work when it counts for the record, and not 
when special incentives, like money prizes, are introduced; to choose 
experts over friends as working partners; etc. Obviously, we cannot 
here review the many, many studies in this area. About five years 
ago, we became especially interested in the problem of what would 
happen in a society if a large number of people with a high need for 
achievement should happen to be present in it at a particular time. In 
other words, we became interested in a social-psychological question: 


What effect would a concentration of people with high n Achievement 
have on a society? 


Let us discuss the precise ways that higher n Achievement leads 
to more rapid economic development, and why it should lead to eco- 
nomic development rather than, for example, to military or artistic 
development. We must consider in more detail the mechanism by 
which the concentration of a particular type of human motive in a popu- 
lation leads to a complex social phenomenon like economic growth. 
The link between the two social phenomena is, obviously, the business 
entrepreneur. Iam not using the term "entrepreneur" in the sense of 
"capitalist'': in fact, I should like to divorce ''entrepreneur" entirely 
from any connotations of ownership. An entrepreneur is someone who 
exercises control over production that is not just for his personal con- 
sumption. According to my definition, for example, an executive ina 
steel production unit in Russia is an entrepreneur. 
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It was Joseph Schumpeter who drew the attention of economists to 
the importance that the activity of these entrepreneurs had in creating 
industrialization in the West. Their vigorous endeavors put together 
firms and created productive units where there had been none before. 
In the beginning, at least, the entrepreneurs often collected material 
resources, organized a production unit to combine the resources into 
a new product, and sold the product. Until recently, nearly all 
economists — including not only Marx, but also Western classical 
economists — assumed that these men were moved primarily by the 
"profit motive.'' Recently, economic historians have been studying 
the actual lives of such entrepreneurs and finding — certainly to the 
surprise of some investigators — that many of them seemingly were 
not interested in making money as such. Many of them, in fact, came 
from pietistic sects, like the Quakers in England, that prohibited the 
enjoyment of wealth in any of the ways cultivated so successfully by 
some members of the European nobility. However, the entrepreneurs 
often seemed consciously to be greatly concerned with expanding their 
businesses, with getting a greater share of the market, with ''conquer- 
ing brute nature, ''' or even with altruistic schemes for bettering the 
lot of mankind or bringing about the kingdom of God on earth more 
rapidly. This provides an explanation for the fact that these entre- 
preneurs were interested in money without wanting it for its own sake, 
namely, that money served as a ready quantitative index of how well 
they were doing — e.g., of how much they had achieved by their ef- 
forts over the past year. The need to achieve can never be satisfied 
by money; but estimates of profitability in money terms can supply 
direct knowledge of how well one is doing one's job. 


The brief consideration of the lives of business entrepreneurs of 
the past suggested that their chief motive may well have been a high 
n Achievement. What evidence have we found in support of this? We 
made two approaches to the problem. First, we attempted to deter- 
mine whether individuals with high n Achievement behave like entre- 
preneurs; and second, we investigated to learn whether actual 
entrepreneurs, particularly the more successful ones, in a number of 
countries, have higher n Achievement than do other people of roughly 
the same status. Of course, we had to establish what we meant by 
behave like entrepreneurs'' — what precisely distinguishes the way 
an entrepreneur behaves from the way other people behave? 


One of the defining characteristics of an entrepreneur is taking 
risks and/or innovating. A person who adds up a column of figures is 
not an entrepreneur — however carefully, efficiently, or correctly he 
adds them. He is simply following established rules. However, a 
man who decides to add a new line to his business is an entrepreneur, 
in that he cannot know in advance whether his decision will be correct. 
Nevertheless, he does not feel that he is in the position of a gambler 
who places some money on the turn of a card. Knowledge, judgment, 


62 
































and skill enter into his decision making; and, if his choice is justified 
by future developments, he can certainly feel a sense of personal 
achievement from having made a successful move. 


Therefore, if people with high n Achievement are to behave in an 
entrepreneurial way, they must seek out and perform in situations in 
which there is some moderate risk of failure — a risk which can, 
presumably, be reduced by increased effort or skill. They should not 
work harder than other people at routine tasks, or perform functions 
which they are certain to do well simply by doing what everyone accepts 
as the correct traditional thing todo. On the other hand, they should 
avoid gambling situations, because, even if they win, they can receive 
no sense of personal achievement, since it was not skill but luck that 
produced the results. (And, of course, most of the time they would 
lose, which would be highly unpleasant to them. ) 


The data on this point are very clear-cut. We have repeatedly 
found, for example, that boys with high n Achievement choose to play 
games of skill that incorporate a moderate risk of failure. Each child 
was given a rope ring and told that he could stand at any distance that 
he preferred from the peg, to try to throw the ring over the peg. The 
children with high n Achievement usually stood at middle distances 
from the peg, where the chances of success or failure were moderate. 
However, the children with low n Achievement evinced no particular 
preference for any position. They more frequently stood at extremes 
of distance — either very close to the peg, where they were sure to 
throw the ring over it, or very far away, where they were almost cer- 
tain not to. They thus manifested behavior like that of many people in 
underdeveloped countries who, while they act very traditionally eco- 
nomically, at the same time love to indulge in lotteries — risking a 
little to make a great deal on a very long shot. In neither of the two 
last examples do the actors concentrate on the realistic calculated risk, 
as do the subjects with high n Achievement. 


We have recently concluded a somewhat analogous study, which 
indicated that boys with high n Achievement tend to perform better and 
to work harder under conditions of moderate risk — boys not only in 
the United States, but also in Japan, Brazil, and India. In each of 
these countries, the boys with high n Achievement did not invariably 
perform a laboratory task better than the boys with low n Achievement. 
They did better only under conditions involving some degree of compe- 


tition, some risk of doing worse than others or of not getting a sense 
of personal achievement. 


There was still another group of boys in the sample from each 
country. These boys were identified by their optimistic attitude toward 
life in general, as manifested in their answers to a questionnaire. The 
members of these groups always had more success than the others, no 
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matter what the competitive or risk situation was. I like to think of 
these boys as the conscientious ones, who will do their work cheer- 
fully and efficiently under any kind of incentive conditions. They may 
form the backbone of the civil service, because they can tolerate 
routine; but they will not be the business entrepreneurs, because the 
latter constantly seek situations in which they can obtain a sense of 
personal achievement from having overcome risks or difficulties. 


Another quality that the entrepreneur seeks in his work is that his 
job be a kind that ordinarily provides him with accurate knowledge of 
the results of his decisions. Asa rule, growth in sales, in output, 
or in profit margins tells him very precisely whether he has made the 
correct choice under uncertainty or not. Thus, the concern for profit 
enters in — profit is a measure of success. We have repeatedly 
found that boys with a high n Achievement work more efficiently when 
they know how well they are doing. Also, they will not work harder 
for money rewards; but if they are asked, they state that greater 
money rewards should be awarded for accomplishing more difficult 
things in games of skill. In the ring-toss game, subjects were asked 
how much money they thought should be awarded for successful throws 
from different distances. Subjects with high n Achievement and those 
with low n Achievement agreed substantially about the amounts for 
throws made close to the peg. However, as the distance from the peg 
increased, the amounts awarded for successful throws by the subjects 
with high n Achievement rose more rapidly than did the rewards by 
those with low n Achievement. Here, as elsewhere, individuals with 
high n Achievement behaved as they must if they are to be the success- 
ful entrepreneurs in society. They believed that greater achievement 
should be recognized by quantitatively larger reward. 


What produces high n Achievement? Why do some societies pro- 
duce a large number of people with this motive, while other societies 
produce so many fewer? We conducted long series of researches into 
this question. I can present only a few of the results here. 


One very important finding is essentially a negative one: n Achieve- 
ment cannot be hereditary. Popular psychology has long maintained 
that some races are more energetic than others. Our data clearly 
contradict this in connection with n Achievement. 


In contrast, there is substantiating evidence that n Achievement 
is a motive which a child can acquire quite early in life, say, by the 
age of eight or ten, as a result of the way his parents have brought him 
up. There does seem to be one crucial variable discernible: the extent 
to which the religion of the family emphasizes individual, as con- 
trasted with ritual, contact with God. The preliterate tribes that we 
studied in which the religion was the kind that stressed the individual 
contact had higher n Achievement; and in general, mystical sects in 
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which this kind of religious self-reliance dominates have had higher 
n Achievement. The extent to which an authoritarian father is away 
from the home while the boy is growing up may prove to be another 
- crucial variable. Slavery played an important role in the past. It 
probably lowered n Achievement — in the slaves, for whom obedience 
and responsibility, but not achievement, were obvious virtues; and in 
the slaveowners, because household slaves were often disposed to 
indulge the owner's children as a means for improving their own 
positions. 


Do our research findings indicate ways of accelerating economic 
development? Increasing the level of n Achievement in a country 
suggests itself as an obvious first possibility. If n Achievement is 
so important, so specifically adapted to the business role, then it 
certainly should be raised in level, so that more young men have an 
: "entrepreneurial drive.'' The difficulty in this excellent plan is that 
ig our studies of how n Achievement originates indicate that the family is 
: the key formative influence; and it is very hard to change on a really 
large scale. To be sure, major historical events like wars have taken 
authoritarian fathers out of the home; and religious reform movements 
have sometimes converted the parents to a new achievement-oriented 
ideology. However, such matters are not ordinarily within the policy- 
iF making province of the agencies charged with speeding economic de- 

‘ velopment. 








Such agencies can, perhaps, effect the general acceptance of an 
achievement-oriented ideology as an absolute sine qua non of economic 
development. Furthermore, this ideology should be diffused not only 
in business and government circles, but throughout the nation, and in 
ways that will influence the thinking of all parents as they bring up 
their children. Parents must, above all, set high standards for their 
children. The campaign to spread achievement-oriented ideology, if 
possible, could also incorporate an attack on the extreme authoritari- 
anism in fathers that impedes or prevents the development of self- 
reliance in their sons. 


This is, however, a more delicate point, and attacking this, in 
many countries, would be to threaten values at the very center of 
social life. I believe that a more indirect approach would be more 
successful. One approach would be to take the boys out of the home 
and to camps. A more significant method would be to promote the 
rights of women, both legally and socially — one of the ways to under- 
mine the absolute dominance of the male is to strengthen the rights of 
the female! Another reason for concentrating particularly on women 
is that they play the leading role in rearing the next generation. Yet, 
while men in underdeveloped countries come into contact with new 
achievement-oriented values and standards through their work, women 
may be left almost untouched by such influences. But if the sons are 
to have high n Achievement, the mothers must first be reached. 
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It may seem strange that a paper on economic development should 
discuss the importance of feminism and the way children are reared; 
but this is precisely where a psychological analysis leads. If the 
motives of men are the agents that influence the speed with which the 
economic machine operates, then the speed can be increased only 
through affecting the factors that create the motives. Furthermore, 

I cannot think of evinced substantial, rapid long-term economic devel- 
opment where women have not been somewhat freed from their tradi- 
tional setting of ''Kinder, Ktiche, und Kirche" (children, kitchen and 
church), and allowed to play a more powerful role in society, specifi- 
cally as part of the working force. This generalization applies not 
only to the Western democracies like the United States, Sweden, or 
England, but also to the U.S.S.R., Japan, and now China. 


In the present state of our knowledge, we can conceive of trying 
to raise n Achievement levels only in the next generation — although 
new research findings may soon indicate n Achievement in adults can 
be increased. Most economic planners, while accepting the long- 
range desirability of raising n Achievement in future generations, 
want to know what can be done during the next five or ten years. 

This immediacy inevitably focuses attention on the process or pro- 
cesses by which executives or entrepreneurs are selected. Foreign- 
ers with proved entrepreneurial drive can be hired, but at best this 
is a temporary and unsatisfactory solution. In most underdeveloped 
countries where government is playing a leading role in promoting 
economic development, it is clearly necessary for the government to 
adopt rigid achievement-oriented standards of performance. A gov- 
ernment manager or, for that matter, a private entrepreneur, should 
have to produce "'or else.'' The philosophy should be one of ''no 
excuses accepted." 


It is common for government officials or economic theorists in 
underdeveloped countries to be weighed down by all the difficulties 
which face the economy and render its rapid development difficult or 
impossible. They note that there is too rapid population growth, too 
little capital, too few technically competent people, etc. Such obsta- 
cles to growth are prevalent, and in many cases they are immensely 
hard to overcome; but talking about them can provide merely a com- 
fortable rationalization for mediocre performance. It is difficult to 
fire an administrator, no matter how poor his performance, if so 
many objective reasons exist for his doing badly. Even worse, such 
rationalization permits, in the private sector, the continued employ- 
ment of incompetent family members as executives. If these private 
firms were afraid of being penalized for poor performance, they 
might be impelled to find more able professional managers a little 
more quickly. 
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If a country short in entrepreneurial talent wants to advance rap- 
idly, it must find ways and means of insuring that only the most com- 
petent retain positions of responsibility. One of the obvious methods 
of doing so is to judge people in terms of their performance — and not 
according to their family or political connections, their skill in 
explaining why their unit failed to produce as expected, or their 
conscientiousness in following the rules. I would suggest the use of 
psychological tests as a means of selecting people with high 
n Achievement; but, I think this approach is at present somewhat 
impractical. 





Finally, there is another approach which I think is promising for 
recruiting and developing more competent business leadership. It is 
the one called, in some circles, the ''professionalization of manage- 
ment.'' Harbison and Myers have recently completed a world-wide 
survey of the efforts made to develop professional schools of high- 
level management. They have concluded that, in most countries, 
progress in this direction is slow. Professional management is im- 
portant for three reasons. (1) It may endow a business career with 
higher prestige (as a kind of profession), so that business will attract 
more of the young men with high n Achievement from the elite groups 
in backward countries. (2) It stresses performance criteria of excel- 
lence in the management area — i.e., what a man can do and not what 
he is. (3) Advanced management schools can themselves be so 
achievement-oriented in their instruction that they are able to raise 
the n Achievement of those who attend them. 





Applied toward explaining historical events, the results of our 
researches clearly shift attention away from external factors and to 
man — in particular, to his motives and values. That about which he 
thinks and dreams determines what will happen. 


The above material is copyrighted and may be freely repro- 
duced only in the less developed countries. This restriction 
must accompany each reproduction and a complete credit 
citation must be given as follows: 


From ''The Achievement Motive in Economic Growth" 
by David C. McClelland, in Industrialization and 
Society; Copyright © 1963 by UNESCO; Paris and 
The Hague, UNESCO-Mouton, 1963, US$7. 50. 
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FARMER RESPONSE TO PRICE CHANGE 





Increasing attention is being paid to raising agricul- 
tural productivity in many less developed countries. In- 
asmuch as the price mechanism is a possible policy 
device for influencing agricultural output, it is essential 
for planners to know the extent to which agricultural 
production responds to price changes. Some writers 
have maintained that, in agriculture, the price elasticity 
of supply is zero (i.e., a unit change in price for a farm 
product produces no change at all in the amount supplied) 


or even negative, while others believe that the response 
is positive. 


In the section that follows, the authors have explored 
the relationship between agricultural price and supply in 
South Asia. Their results indicate, for India and Pakistan, 
that farmers in traditional agriculture do respond posi- 
tively to price change, even in densely populated coun- 
tries where it is not possible to bring unused land into 
cultivation. The authors demonstrate that farmer re- 
sponse to price is a complex phenomenon depending on 
the relative prices of different crops and the considerable 


risk a poor farmer runs in giving up subsistence for cash 
crops. 


While the three articles in this section focus on India 
and Pakistan, their conclusion, that traditional farmers 
do respond positively to price change, has relevance for 
other less developed countries, especially for those 
where it may also be possible to bring more land into 
cultivation. The first article by Walter P. Falcon also 
provides a brief explanation of the economic factors in- 
volved in determining price elasticity. 
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FARMER RESPONSE TO PRICE 
IN A SUBSISTENCE ECONOMY: 
THE CASE OF WEST PAKISTAN 


Walter P. Falcon 


[From Papers and Proceedings of the Seventy-Sixth 
Annual Meeting of the American Economic Association; 








published as The American Economic Review; the 
American Economic Association, Northwestern 
University, Evanston, Illinois, Vol. LIV, Number 3, 
May 1964, US$4.00, pp. 580-591./ 


These are 
excerpts 
from the 
article. 





Introduction 





The extent to which farmers in underdeveloped 
areas respond to price changes is a widely debated 
subject. To date, however, most discussions have 
been speculative in nature, and have been based on 
a priori consideration of peasant behavior and 
institutional limitations. 


Though a few authors /such as Raj Krishna and 
R. Daly/ have argued that farmers in poor countries 
respond positively to price and income incentive, the 
majority /including J. Grunwald, D. R. Khatkhate, 
R. O. Olson and Kusum Nair/ appear to believe in 
negative or zero price elasticities of supply. The 
idea that farmers do not respond to economic incen- 
tives appears repeatedly in the structuralists' 
writings on inflation; it is also a central theme for 
those who favor economic development via industri- 
alization and high agricultural taxation. 


These are key policy issues, and the purpose of 
this paper is to examine more thoroughly and more 


Walter P. Falcon is Assistant Professor 
of Economics at Harvard University. 
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quantitatively the direction and magnitude of farmer responses to price 
in a low-income economy. The discussion here is in the context of 
West Pakistan, though many of the findings appear to be applicable toa 
much wider area. The major thesis set forth is that farmers in West 


Pakistan, when given the opportunity, do respond to price and income 
incentives. 


Disagreements on Price Response 





Before turning to the empirical results for Pakistan, it is impor- 
tant to analyze the source and nature of the disagreements on price 
response. There is no simple explanation that can be given to account 


for the varying opinions, though the confusion seems to stem mainly 
from three general sources. 


The first set of reasons arises from conceptual difficulties in de- 
fining price and quantity variables. In large part, this confusion has 
been created by analysts and policy makers who have not distinguished 
clearly (1) between the elasticity of aggregate output (all commodities) 
and the elasticity of a single commodity, (2) between the farmers' allo- 
cation of land and nonland resources in response to price, i.e., between 
"acreage" and ''yield'' responses, (3) between elasticities for ''cash"' 
and ''home-consumed" crops, (4) between ''production" and ''marketing"' 
elasticities, and (5) between the varying lengths of time to which a sup- 
ply elasticity may refer. Most of these distinctions are obvious and 
are not new to the literature on supply analysis. Nevertheless, a 
review of the literature on underdeveloped countries reveals that these 
distinctions are not being made. There is, instead, a tendency to talk 
about a single supply elasticity for agriculture. Since even for a given 
agricultural commodity there may be several types of responses rele- 
vant to policy makers, it is both confusing and meaningless to refer to 
one supply elasticity for agriculture. 


Statistical problems in the estimation of supply elasticities are 
another source of many of the wrong conclusions on farmer response. 
Part of the difficulties results from limited and unreliable data, though 
this cannot be the entire explanation. Some of the controversy can be 
traced also to a form of the supply model used for estimation purposes. 
For example, elasticities obtained from simple supply models, i.e., 
quantity or acreage as a function of price lagged one year, are smaller 
usually than those derived from distributed lag formulations. How- 
ever, even after allowance has been made for this range of choice in 
models, there have been clear cases where the analyses were wrong 
methodologically. Neglect of the identification problem, 
of ''abnormal'' observations, a disregard for problems 
tion, and a failure to deflate prices properly account for 
varying results and wrong conclusions. 


the inclusion 
of aggrega- 
many of the 
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Micro surveys of individual cultivators also have been at fault in 
producing inconsistent answers. Many questions on price response 
have been worded in such a way as to assure a particular answer; 
e.g., to ask a farmer if he would grow more wheat if the price of 
wheat were raised is to invite a ''yes'' answer. Also, these surveys 
have not solved the problems of inquiring about response to price 
under conditions of price and yield uncertainty. Nor have they always 
been successful in establishing rapport with villagers who (often for 
good reason) view outsiders with considerable suspicion. 


A third set of misunderstandings on supply response stems from 
the group who believe that "illiterate" and ''irrational'' are synonymous 
words when applied to peasant cultivators. This need not be the case, 
as we will see in the next section. 


It is not easy to measure relevant supply elasticities for West 
Pakistan. The time series data on yields, acreages, marketings, and 
prices, that are a virtual necessity in elasticity computations, are 
partial in coverage and only moderately reliable. There is inadequate 
information also on storage, transportation, credit, and other institu- 
tional constraints. Nevertheless, it is possible to set forth several 


farmer-reaction hypotheses and to test some of them against the 
limited aggregate data. 


Factors Affecting Farmer Price Response 





In West Pakistan farms are very small and fragmented. Govern- 
ment services, especially credit and extension facilities, are meager. 
Government officials, outside conquerors and the ''market economy" 
all are treated with suspicion. Rural diets are inadequate in quantity 
and composition, and for the bulk of cultivators there is a continual 
threat that farm production will fall below the consumption needs of the 
farm family. As a result of these and other factors, uncertainty mini- 
mization and food grain self-sufficiency have been the historic keys to 
survival, and are the major factors in farm planning. The force of 
these two elements results in a relatively low-valued, subsistence- 
oriented cropping pattern for the majority of small farmers. 


It is not sufficient, however, to explain this phenomenon as simply 
the result of an ignorant, tradition-bound small peasant cultivator. 
Though traditions may limit the latitude of choice open to a small cul- 
tivator, he is probably no more ignorant than the large farmer when it 
comes to formulating measures of expected yields and prices; it is just 
that his ignorance costs him more ina real sense. For if a cultivator 
produces food grains for his own needs, he runs the risk of a poor 
crop. If he produces a cash crop and leaves part of his food needs un- 
covered, he still runs the risk of a poor crop as far as the cash crop 
is concerned. He also runs a double risk on prices. The price of the 
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cash crop may have fallen by the time he is ready to sell it, and the 
price of the food grain may have risen by the time he is ready to buy 
it. Adverse price movements — and 100 percent seasonal and annual 
movements are not uncommon — are very real costs to the cultivator. 
Hence for any small farmer, the risk increases at an increasing rate 
the higher the proportion of the household consumption requirements 
that must be purchased. Given the asymmetry in effect between gains 
and losses in income, farmers continue to grow food grains and low- 
risk crops. 


If the above is a reasonably accurate picture of the planning model 
used by the majority of farmers in West Pakistan, several types of 
short-run, macro price responses can be postulated: 


First, there is likely to be little correlation between the total 
acres planted to all crops and the terms of trade for agriculture. 
Population pressure, the low level of rural consumption, the small 
portion of crops grown for the market, a lack of irrigation water, and 
the small size of most farms suggest no reason why there should be 
any such association in an agriculture where very poor land is already 
being farmed. Climatic and reclamation factors are likely far to out- 
weight fluctuations or increases in acreage caused by the changing 
terms of trade for agriculture. 


Second, there is likely to be a considerable range over which there 
is no cash crop-food grain acreage substitution in response to changes 
in the relative price between food and cash crops. Because of the un- 
certainties of the market and a historic (and rational) desire on the 
part of most farmers for having wheat in their storage bins, the con- 
sumption requirements are likely to be grown on the farm. To the 
extent that there is a price response, it is likely to occur in years 
when the food grain stock position is good and/or to be restricted to 
those cash crops whose returns are sufficiently high to overcome the 
risks of not meeting home consumption needs. 


Third, there is likely to be a positive acreage response to relative 
prices between crops grown for the market. These would be produced 
on the ''residual'' acres of the small farms, i.e., total acres minus 
food acres, and on the larger farms. 


Fourth, there is likely to be little year-to-year change in relative 
yields in response to expected relative price changes between food and 
cash crops, or even between two cashcrops. In addition, there is 
likely to be little relationship between changes in yields and changes 
in the prices of agricultural outputs relative to the price of inputs. 
Severe capital rationing, the fixed and limited nature of most re- 
sources, physical unavailability of many factors, and ignorance of 
better farming methods militate against such responses. Major yield 
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changes are caused more significantly by climatic variations, water- 
logging and salinity, pests, etc. 


Measurement of Responses to Price Change 





Because of a lack of data, especially information on ''prices paid 
by farmers, '' all of the preceding hypotheses cannot be tested. It is 
possible, however, to make some quantitative assessments of the cot- 
ton and wheat ''acreage'' elasticities, and of the cotton "yield" | 
response. On the basis of the wheat and cotton analyses, it is possible 
also to make some judgments about a supply elasticity for aggregate 


agricultural production. Only short-run (year-to-year) changes are 
analyzed. 


For Cotton Acreage 





For a cash crop such as cotton, it can be hypothesized that acre- 
age in any given year is related to the Pakistani farmers' expectations 
of the relative profitability of the crop. 


Further specification of the model is not an easy task — partly 
because of the variety of crops that can be grown in West Pakistan. 
Because of this complication, a single price series was formed: the 


harvest price of cotton divided by a weighted average of the produc- 
tion substitutes' prices. 


A further problem also exists in defining ''expected'' price. One 
assumption that can be made about farmers' reactions is that the rela- 
tive price of the previous period is used as the best estimate of the 
forthcoming sale price. This assumption may seem unduly restric- 


tive; however, it is necessary in any single equation approach to the 
measurement of supply elasticities. 


Hence, the percentage change in cotton acreage was regressed 
against the lagged relative price of cotton. This equation was esti- 


mated for the eight major cotton producing districts of former Punjab 
for the period 1933-34 to 1958-59. 


The estimates show that 70 percent of the variation in cotton 
acreage is explained by this model. The mean supply elasticity for 
cotton in terms of acres is .4l. A short-run cotton elasticity as 
high as .4 appears quite remarkable in light of similar studies for 


other countries. Brennan, for example, found coefficients of only 
about .35 for cotton in the United States. 


Another set of measurements which is useful for testing several 
of the hypotheses involves particular cross-elasticities of supply. 
These models did show a significant negative relationship between 
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cotton acreage and the price of sugarcane (the other major cash crop). 
The food grain price coefficients were all negative in sign but were not 
statistically significant. Both of these results appear consistent with 
the food grain self-sufficiency idea expressed earlier. 


Two other aspects of the cotton acreage model should be noted. 
First, a number of surveys have shown that the ratio of cash crop 
acres to total farm acres increases with the size of the farm. This 
further suggests that increased population pressure and reduced farm 
size, along with the problems of waterlogging and salinity, are major 
reasons for the stagnation and decline of Punjab cotton production in 
the last twenty years. However, these are longer-run phenomena 
which cannot be analyzed fully in this paper. 


Second, the food grain stock position may have much to do with the 
acreage planted to cotton. For example, the harvest of fall-planted 
(rabi) cereals was very low in the Punjab during 1952-53. In the fol- 
lowing spring season more of the acres went into summer food grain 
production and less into cotton than otherwise would have been ex- 
pected. This is a further indication of the importance that farmers 
place on food grain self-sufficiency. 





For Cotton Yield 





Just as a farmer might react to relative prices by growing more 
acres of a givencrop, he might react also by allocating his nonland 
resources so as to increase his yield per acre. Though this phenome- 
non has been of considerable importance in the United States, it has 
been much less important in West Pakistan. 


On the basis of the results, there is good reason to reject, at least 
for the time being, the hypothesis that expected relative prices have 
had a significant effect on changing cotton yields in West Pakistan. 

Even when other variables (such as water availability, salinity, etc. ) 
were eliminated, yields and lagged prices were not associated. Neither 
was there a correlation when various corrections were made on the 
yield data that are thought to be biased. 


There appear to be a number of reasons for this lack of correlation 
between the acreage and yield results. Impressions gained on field 
trips into the Punjab suggested that physical unavailability of inputs, 
capital rationing, limitations imposed by uncertainty, ignorance of bet- 
ter methods, and a lack of incentives were among the most important. 


The above observations are supported in part by the National 
Sample Survey of West Pakistan cultivators made in 1960. For exam- 
ple, 54 percent of the cultivators sampled did not know of the Agricul- 
tural Department's program of improved seed; 70 percent had never 
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visited a demonstration plot; 68 percent were not aware of the plant 
protection services of the government; 96 percent of the sample culti- 
vators borrowed during the year with over 70 percent of funds coming 
from friends and relatives; only 4. 3 percent of the cultivators used 
the services of the extension staff. 


With regard to fertilizer, the per acre use over the last twenty 
years has been limited sufficiently to have had, at most, only a mar- 
ginal effect on aggregate average yields. Physical availability rather 
than prices has been the major consideration in its use, and when 
available, fertilizer and insecticides have been used by those farmers 
with a good cash position. However, in those instances where ferti- 
lizer was applied, reports show that the fertilizer was used usually 
on the cash crop with the highest expected net return. 


Water — a very constraining factor in West Pakistan — is even 
less subject to control by the farmer. The quantity of rainfall that 
falls is completely outside the realm of farm planning. The amount of 
irrigation water applied is likewise more a function of its availability 
than of the cost of the water because its marginal value productivity 
is much higher than its cost to the farmer. 


Labor is another factor that might be shifted in response to ex- 
pected prices. One is impressed by the fact that the number of 
ploughings, hoeings, etc., seem to be fixed rather rigidly for any 
given region. Even when shifts are made (say from broadcasting to 
line sowing, which requires slightly more labor), they tend to be 
irreversible. Thus labor responses might have accounted for a trend 
in cotton yield (if there had been a trend), but not for year-to-year 
variations in it. 


Institutional constraints also may affect the allocation of re- 
sources and the adoption of new techniques. Tenure arrangements are 
one such example. If none of the increases in productivity accrue to 
the tenant, he has no incentive to innovate or to work harder. 


Hence, the lack of ''yield'' response on the part of West Pakistan 
cultivators is explained, not on the grounds of economic irrationality, 
but rather by a lack of incentives, by capital rationing, by limited 
inputs, and by ignorance of better methods. Given this explanation, 
the conclusions on cotton acreage and yield responses are entirely 
consistent with one another. 


For Wheat Acreage 





A discussion of wheat provides an interesting analytic complement 
to the previous discussion of cotton. Wheat is the major food grain in 
West Pakistan, and there is a high component of home consumption — 
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perhaps as much as 75 percent. In addition, wheat is grown under 
more varied geographic conditions. 


Two aspects of the wheat model should be mentioned. Because of 
a lack of data on wheat marketing, all of the discussion must be with 
regard to production. This is an important distinction, because prices 
may affect the amount marketed, even if they do not affect the quantity 
produced. Second, there are three distinct wheat-growing regions in 
the former Punjab. In seven of the districts wheat is grown under 
irrigated conditions; in four, it is a rain-fed crop; and in five districts 
there is the possibility for an intracrop substitution between irrigated 
and rain-fed wheat. Variables which explain variations in one region 
are not likely to do so in the other two. 


Various models were tried for each of the areas. For the rain-fed 
region, relative prices explained very little. The total fall-planted 
acreage was highly correlated (.7) with rainfall variables, and regard- 
less of relative prices between wheat and the other fall crops, 65 per- 
cent of the total area went into wheat production. 


The irrigated region provides an interesting contrast to the rain- 
fed region. Fewer climatic restrictions provide a wider range of 
cropping alternatives in the canal area. In this more developed region, 
there was some price response between wheat and the year-long crop 
of sugarcane — a crop which competes with wheat for both land and 
water. About one-fourth of the variation in wheat acreage can be ex- 
plained by the lagged ratio of wheat to sugarcane price. The limited, 
but significant, short-run price elasticity of .1 to .2 is an important 
supplement to the previous findings. It suggests some price respon- 
siveness even for the major food grain (1) when climatic restrictions 
do not severely limit the cropping pattern and (2) when the expected 
return from the cash crop was sufficiently high (perhaps double) to 
overcome the risk of not growing a food crop. 


An analysis of the area that contains large amounts of both irri- 
gated and rain wheat acreages provides an important check on the 
effect of water availability. One of the most interesting findings was 
the high correlation (.7) between October-December rainfall and the 
ratio of rain-fed to irrigated wheat. This correlation indicates that 
when rainfall was greater than ''average,'' more wheat was raised as 
a rain-fed crop. This gives another indication of the ability of the 
Punjabi farmer to react to changing circumstances. 


There are several important conclusions to be drawn from the 
price and water analyses of the three regions. The first point to be 
noted is that water availability appears to be the most important vari- 
able in determining wheat acreage. In addition, water availability 
places varying limits on the amount of price responsiveness that is 
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possible. Finally, the analysis shows that even for the case of food 
grains, there is some price response when climatic restrictions are 
not overly severe, and when there is a lucrative cash crop alternative. 


For Total Farm Production 





Though there are insufficient data to make rigorous statements 
about the effect of past changes in the terms of trade for agriculture, 
several points seem clear. First, aggregate acreage tended mainly to 
vary with water availability. Given the extreme population pressure 
on land (and the profits to be made in industry by potential investors), 
the terms of trade were of little significance in affecting the total 
acres planted. Nor did changes in the price of agricultural outputs 
relative to inputs appear to affect the yield of agricultural products. 
This is due primarily to the factor proportions and factor rigidity 
problems mentioned in the cotton yield analysis. 


However, this is not to state that prices have no effect on aggre- 
gate agricultural output. We have seen that relative prices within 
agriculture affect the composition of agricultural output. Therefore, 
if, as a result of relative price changes, an acreage shift is made 
from lower to higher valued crops, the value of aggregate production 
will increase. There are very difficult conceptual and empirical 
problems to overcome in measuring the (real) values of these alterna- 
tive outputs. However, considerations of this kind cannot be over- 
looked if relative prices within agriculture are to be deliberately 
changed through export taxes, price controls, etc. 


Summary, Conclusions, and Implications 





This discussion of West Pakistan provides a number of insights 
on farmer response to price in a near-subsistence economy. In par- 
ticular, it gives partial answers to two important points: (1) why 
there has been so much confusion on agricultural price response and 


(2) what the potential is for breaking bottlenecks in agriculture via the 
price mechanism. 


We have seen that much of the confusion on supply elasticities has 
been the result of thinking only in terms of a single supply elasticity 
for agriculture and of improper statistical techniques. 


In addition, we have seen that even in a low-income region such as 
West Pakistan, there may be significant acreage responses to changed 
relative prices. This is particularly true for cash crops such as cot- 
ton where the acreage elasticity of +.4 equals that found for the United 
States. It is even true in the case of food crops when climatic condi- 


tions are not overly severe and when there are good cash crop alterna- 
tives. 


78 

















While there have been significant short-run acreage shifts in 
response to changed relative prices, there has been little responsive- 
ness in the allocation of nonland factors. Changes in rainfall, irriga- 
tion water availability, and other geographic factors still are the 
major determinants of changes in yields. However, this limited price 
response does not imply automatically that farmers do not respond to 
economic incentives. For they must be able to acquire fertilizer and 
better seeds, i.e., they must be given the opportunity to react, before 
they can be labeled as unresponsive. 


These yield and acreage results have important policy implications 
for Pakistan. They suggest that it is possible to shift the composition 
of agricultural output by changing the relative prices within agriculture. 
They also emphasize that unless there is a thoroughgoing reform in 
the services and facilities made available to farmers (e.g., transpor- 
tation, storage, credit, fertilizer, technical knowledge, etc.), higher 
prices alone can have little effect on increasing yields per acre. On 
the other hand, the acreage evidence suggests that farmers of the 
area will respond to economic incentives if given the opportunity to do 
so. Hence, West Pakistan's agricultural difficulties appear to be less 
a matter of farmer motivation and more a problem of reducing uncer- 
tainty and of improving the organization of agricultural services. 


Some final words of warning must be given about the use of the 
quantitative results presented in this paper. The estimates were cal- 
culated under conditions of price uncertainty. Uncertainty is a major 
factor in farm planning, and it is likely that price responses would be 
higher if farmers were assured of guaranteed prices. Finally, these 
results reflect conditions of the last twenty-five years. If there is in- 
creased commercialization and agricultural development, the estimates 
may be inappropriate for the future. 


The above material is copyrighted and may be freely repro- 
duced only in the less developed countries. This restriction 
must accompany each reproduction and a complete credit 
citation must be given as follows: 


From ''Farmer Response to Price in a Subsistence 
Economy: the Case of West Pakistan'' by Walter P 
Falcon, The American Economic Review, Volume 
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A NOTE ON FARMER RESPONSE 
TO PRICE IN EAST PAKISTAN 


Syed Mushtaq Hussain 


[From The Pakistan Development Review, 
The Institute of Development Economics, 
Karachi, Vol. IV, Number 1, Spring 1964, 
US$1.00, pp. 93-106.7 


These are 
excerpts 
from the 
article. 





[in studying farmer response to price in East 
Pakistan, the author demonstrates the broader 
validity of the conclusions reached by Falcon in the 
preceding article. The same general pattern of 
response that occurs in the wheat-cotton agriculture 
of West Pakistan also obtains in the rice-jute grow- 
ing region of East Bengal, as is demonstrated by 
the table that appears at the end of these excerpts. 
The selections that follow comprise the main con- 
clusions of the article. / 


Because of fluctuations in agricultural yields 
due to variations in weather conditions, the acreage 
response to price has generally been estimated 
rather than the output response. Significant changes 
in the size and timing of the monsoon rains in East 
Pakistan make it particularly important in this case 
to use acreage changes as a measure of farmer re- 
sponse to price. Inputs other than land, such as 
fertilizers, better seeds, and plant-protection 
measures are not widely used in East Pakistan; and 
apparently, these measures are not very responsive 
to price changes. At least, no statistically signifi- 
cant relationship exists between the relative price 
of rice (to jute) in one year and rice yields in the 
next year. An increased price for rice results in an 


Syed Mushtaq Hussain is Research Economist at 
the Institute of Development Economics, Karachi. 
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extension of rice acreage, but it does not result in significantly more 
intensive cultivation. Under these conditions, the price elasticity of 
acreage closely approximates the elasticity of planned output. 


Rice in the East Pakistan Economy 








Rice is the main subsistence crop in East Pakistan; and is, virtu- 
ally, the only foodgrain produced. During the three-year period, 
1959/60 to 1961/62, it accounted for 86 percent of the area under all 
crops and 99 percent of the area under foodgrains. 


There are basically three distinct growing and harvesting seasons 
during the year, and rice is grown in all three. The main rice crops, 
in order of increasing importance, are Boro (spring), Aus (summer), 
and Aman (winter). The present study concentrates on the Aus and 
Aman crops, which constitute over 95 percent of the total rice acre- 
age. Because of their growing seasons, these two crops compete with 
jute. This competitive relationship has long been recognized and, 
from the standpoint of jute, has been subjected to analysis by several 
economists. One of these, Ralph Clark, found the relative price (jute 
to rice) elasticity of supply for jute to be 0.6. Clearly, the price of 
rice in relation to the price of jute plays a decisive role in determining 
the acreage under jute and rice in the next season. 


The Price Elasticity of Rice and Jute Acreage 





The price elasticity of acreage is, in theory, a measure of the 
response of farmers to expected prices. Although many possible 
models exist for estimating this elasticity, the common one of corre- 
lating, by means of a linear regression, each year's acreage with the 
relative price in the preceding season was employed. The rice acre- 
age response to three different relative prices was tested. The elas- 
ticity of the average price and acreage was found to be 0.043. However, 
it should be noted that the variance explained is below 18 percent, due 
primarily to the fact that the acreage under rice, and other crops as 
well, changed from year to year as a result of varying weather condi- 
tions (principally rainfall). After we fitted a linear equation to elimi- 
nate the effects of weather and other factors, the equation explained a 
higher proportion of the variance (64 percent) than the previous one. 
The price elasticity of rice acreage was calculated to be 0.030 on the 
average. This means that a 50 percent increase in the relative price 
of rice was associated, on the average, with an increase of approxi- 
mately 300, 000 acres under rice (and a decrease of 300, 000 acres 
under jute). 


In certain areas of East Pakistan, rice and jute do not compete for 


the same land due to climatic and physical limitations. Over 90 per- 
cent of the total area under jute is in 9 districts. It is of interest to 
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estimate the acreage response to price changes in these districts, in 
which the substitution between rice and jute is technically more feasi- 
ble. Here the proportion of variance explained is 65 percent, essen- 
tially the same as in the previous case. The price elasticity is 0. 047, 
which is substantially higher than for East Pakistan as a whole. A 50 
percent increase in the relative price of rice was associated, on the 
average, with about a 280, 000-acre shift from jute to rice. As was 
expected, almost all (28/30) of the Aus and Aman response to changes 
in the relative price of rice was in these nine jute-growing districts. 


Jute elasticities are higher than for rice, and with the exception 
of Dacca Division, they all approximate 0.4. In this division, the 


elasticity is lower (0.29) because these districts contain areas where 
rice cannot be substituted for jute. 


Conclusion 





The price elasticities of rice and jute acreage presented in this 
paper can be compared with the elasticities estimated in recent stud- 
ies of other Pakistani crops which are given inthe table. The elas- 
ticities of the cash crops range from 0.31 and 0. 34 for rice (undivided 
Punjab) and sugarcane to 0.6 for jute and 0.72 for cotton (American). 
The price elasticity of acreage for subsistence crops is lower, though 
it is significantly positive for irrigated wheat (estimated at 0.08 by 
Krishna and 0.2 by Falcon) and bajra (0.09). Our rice elasticities of 
0.05 and 0.12 are very low compared with Krishna's estimate of 0. 31 
for rice in the Punjab, but they are quite comparable with his esti- 


mated elasticities for wheat, the comparable subsistence cereal in the 
Punjab. 


Since large variations in the relative price of rice are common in 
East Pakistan, annual changes in acreage and output may be substan- 
tial, even though the acreage elasticity is low. For example, a 50 
percent increase in the relative price of rice has been associated, on 
the average, with an increase in rice area of about 300, 000 acres; 
this means an increase in output in excess of 100, 000 tons at the 
average yield prevailing in recent years. While this is a very small 
proportion of total output, it approximates from one-fourth to one- 
third of the provincial rice deficit. 


Although these studies cover different periods and employ different 
methods of analysis, the results are roughly comparable and warrant 
the conclusion that Pakistani farmers growing cash crops are quite 
responsive to price changes. The responsiveness in the case of sub- 
sistence crops is less; since farmers employ most of their land to 
produce rice (East Pakistan) or wheat (undivided Punjab) for their own 
consumption, little land is left for making a choice among the various 
crops on the basis of relative prices. Nevertheless, it is an important 
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conclusion of this study that, although the price elasticity of rice acre- 


age in East Pakistan is low, it is significantly positive. 


PRICE ELASTICITIES OF ACREAGE IN PAKISTAN* 


Commodity 





Cotton( American) 
Jute 

Cotton(desi) 
Cotton 


Jute 
Cotton 
Jute 
Sugarcane 


Rice 
Maize 


Wheat(irrigated) 

Rice(Aus) 

Bajra 

Wheat(irrigated) 

Rice(Aus & Aman) 

Wheat 
(unirrigated) 

Wheat 
(unirrigated) 

Gram 

Jowar 


*Adapted from Table IV of the above article. 


Researcher 





Krishna 
Clark 

Krishna 
Ghulam 


Mohammad 
Venkataraman 


Falcon 
Hussain 
Krishna 


PARTLY CASH CROPS 


Krishna 
Krishna 


SUBSISTENCE CROPS 


Falcon 

Hussain 
Krishna 
Krishna 
Hussain 
Krishna 


Falcon 


Krishna 
Krishna 


Area 


CASH CROPS 


Punjab 
Bengal 
Punjab 


West Punjab 


Bengal 


West Punjab 
East Bengal 


Punjab 


Punjab 
Punjab 


West Punjab 
East Bengal 


Punjab 
Punjab 


East Bengal 


Punjab 


West Punjab 


Punjab 
Punjab 


Period 


1922-41 


1931/2-54/5 


1922-43 


1935/6-62/3 


1911-38 


1948-63 
1915-43 


1914-45 
1915-43 


1948-63 
1914-45 
1914-43 
1948-63 
1914-45 


1914-45 
1914-43 


+0. 
+0. 
+0. 
+0. 


+0. 
+0. 
+0. 
+0. 


+0 
+0. 


+0. 
+0. 
+0. 
+0. 
+0. 


nil 


nil 


nil 
nil 


Short-run 


Elasticity 


cae 


23 


** These figures refer to the acreage response of rice in nine districts 


of East Pakistan where rice and jute compete for acreage. 
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A STUDY OF FARMER RESPONSE 
TO PRICE IN INDIA 


G. P. Kapur 


[From ''Prices and Production in Agriculture; 
A Study with Special Reference to Recent 
Experience in India, '' The Indian Economic 


Journal, 





The Indian Economic Association, 


Bombay, Vol. XI, Number 4, April-June 1964, 
US$1.25, pp. 444-458. / 


Excerpts 
from the 
article 
begin here. 


[In his article, G. P. Kapur compares tradi- 
tional theory of farmer response to price to the 
Indian experience. His principal conclusions, pre- 
sented here, lead to a suggestion on the use of 
prices in agricultural planning. Limitations of 
space prevent inclusion of much of the author's 
supporting analysis. / 


What is the aggregate price-elasticity of supply 
for agricultural products, say under Indian condi- 
tions, and how far do the coefficients of price- 
elasticity of supply for agricultural products vary 
as between farmers having a marketable surplus 
and those producing largely or entirely for personal 
consumption? The question has considerable prac- 
tical importance because favourable relative prices 
exercise a significant influence on the investment 
and production decisions of the farmers. Besides, 
there is the historical experience of several coun- 
tries which underlines the crucial role of prices in 
raising agricultural production and promotion of 
stable conditions in agriculture. The measure of 
success which price support and price stabilisation 


G. P. Kapur is Senior Research Officer 
with the Planning Commission of India. 
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policies have met with since the war years in the U.S.A., U.K. and 
Western European countries is specially instructive for countries like 
India, aiming at rapid and sustained increases in agricultural produc- 
tion and productivity. The incentive offered by ''support"' and ''stabili- 
sation'' measures is, analytically and theoretically, no doubt of a 
different order and character, but the essential point from a policy 
standpoint is that ''relative prices" do influence the level and scale 

of agricultural production. 


Theory of Zero or Negative Response 





Writers on agricultural economics, by and large, regard agricul- 
ture as an industry which, by its very nature, does not permit any 
significant changes in output in either direction except in the long run. 
Many maintain the view that changes in agricultural output are almost 
entirely the result of natural or structural factors and/or of technical 
progress and economic growth in the long run. It is said that farmers 
do not respond to price changes because they are motivated by 
"mechanistic'' rather than ''economic" forces. 


This generally held view cannot be supported either on the basis 
of analytical reasoning or against recent experience with price support 
and price stabilisation schemes of several countries. While it could 
be regarded as a demonstrable proposition that the supply-elasticity of 
agricultural products is, on account of the peculiarities of agricultural 
supply, relatively low and even subject to time-lags, it will be errone- 
ous to believe that, in agriculture, the price mechanism is entirely 
ineffective. Moreover, whereas elasticity of supply for total agricul- 
tural output may be small or even insignificant, the output of individual 
products or particular groups of crops does vary considerably. Of 
course, in the short run, the agricultural supply functions are rela- 
tively inelastic, compared to a succession of long-run supply curves. 
This is because of the low ''reserve price" of agricultural labour and 
resources, a greater degree of fixity in costs, limitations as regards 
asset formation with sufficient promptitude, lack of institutional flexi- 
bility, etc. 


Response to Price Change in India 





Considering the difficulties involved in calculating the coefficients 
of price-elasticity of supply of agricultural products and the limitations 
of existing data in India in regard to cost and inputs in agriculture and 
the input-output relationships affecting the production of foodgrains and 
other principal crops, all that is possible is to offer some broad gen- 
eralisations based on observable causal relationships between prices 
and production of principal agricultural commodities in India in recent 
years. 








In a situation characterised by a high income-elasticity of demand 
for foodgrains and other agricultural products, as has been the case in 
recent years in India, favourable prices stimulate efforts directed at 
increasing agricultural production and provide an incentive for tech- 
nological improvements leading to greater productivity and efficiency. 
The impact may differ as between commercial, semi-commercial and 
subsistence farms but, once an increase has been achieved, the trend 
is not easily reversible. An analysis of the relationship between the 
prices and production of agricultural commodities in India shows the 
nature of the response. 


We may first take up the question of the relationship between agri- 
cultural prices and the level of aggregate agricultural output as meas- 
ured by changes in total area sown from year to year. Periods of 
favourable agricultural prices do coincide with increases in total 
acreage. On the other hand, the influence of unfavourable relative 
prices is observable only when there is, at the same time, a decline 
in the absolute level of agricultural prices. The effect in either case 
is small as far as changes in total acreage are concerned. This is 
understandable inasmuch as the scope for large variations in acreage 
in old countries like India is very limited. In the case of individual 
crops, the effects of changes in relative prices are likely to be re- 
flected to a much greater extent in the acreage devoted to them. 


There is a broad correlation between prices and production of 
cereals and pulses — the two major groups of foodgrains which to- 
gether form the bulk of the country's agricultural output — over the 
period 1947-48 to 1961-62. The prices used are the wholesale prices 
represented by the price indices for cereals and pulses. For raw cot- 
ton and oilseeds — the two important commercial crops — the rela- 
tionship between the general level of prices and the price of the 
commodity/group concerned has been expressed in terms of a ratio, 
referred to as the cereals price parity, cotton price parity, etc., as 
the case may be. 


Both in the case of cereals and pulses, whereas an improvement 
in the parity ratio has a more or less spontaneous and pronounced 
effect on area sown, the influence of deterioration in the parity is not 
so marked. Besides, while the impetus of a significantly favourable 
parity ratio may last for two or three years, the effects of an adverse 
shift in relative prices tend to work themselves off in a much shorter 
period. The chief explanation for this tendency lies in the fact that, 
the scope for diverting land to more profitable crops being limited by 
such factors as climate, availability of irrigation facilities, customary 
crop rotations, etc., the farmers are in no position to curtail their 
production plans in face of falling prices, as such a curtailment would 
more than proportionately reduce their gross money incomes. 
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Compared to foodgrains, the output of commercial crops like raw 
cotton and oilseeds is considerably more sensitive to changes in rela- 
tive prices. The demand for commercial crops being more elastic, 
the market supply, unlike that of foodgrains, is not conditioned by the 
consumption requirements of the producers themselves. But, even in 
the case of these crops, while an improvement in the parity leads toa 
marked increase in the scale of effort for production as measured by 
expansion in acreage, the contractionist impact of unfavourable shifts 
in prices is less pronounced. Yet, as compared with foodgrains, the 
effects of falling prices are more prominent as well as of a somewhat 
greater magnitude. Both in the case of raw cotton and oilseeds, a 
worsening of the parity has, over the period considered, been reflected 
in a distinct decline in acreage in the production periods following such 
worsening. 


Conclusion 








Under Indian conditions, favourable relative prices have, other 
things remaining the same, a positive and important role to perform in 
maintaining high levels of agricultural output. Ina sense, the level of 
output in agriculture as also in other sectors of the economy is a func- 
tion of both the ability and the will to produce. The ability to produce 
in this context depends on the aggregate operative influence of a variety 
of factors like unutilised or under-utilised resources of land and other 
inputs, improvements in technical know-how, the extent and quality of 
ancillary facilities like irrigation, supplies of seeds and manures, etc. 
Together, these factors determine the degree of efficiency of an agri- 
cultural system. 


The most important factor bearing upon the will to produce is the 
direct incentive effect of prevailing or anticipated prices upon the 
farmer's production decisions. While under the stimulus of favourable 
relative prices agricultural production may increase in the short term, 
the extent of increase would depend, in the ultimate analysis, on the 
efficiency already attained by the system. Further, beyond a point, the 
stimulus provided by favourable relative prices may work itself off and 
fail to assist in the generation of a high rate of growth of output. A 
concerted drive to raise productivity thus becomes an essential pre- 
condition for agricultural development. This applies especially to 
countries like India with only limited possibilities for bringing addi- 
tional land under cultivation. In long-term programmes of agricul- 
tural development, the role of prices, therefore, consists in the 
impetus they provide for more effective and efficacious utilisation of 
available resources. Price incentives, like all economic incentives, 
minimize and eliminate the lag between the returns to be achieved and 
the scale of effort necessary. In agriculture, as in the rest of the 
economy, they act both as a lubricant and a stimulant for the system. 





The survey attempted here would also suggest that price parities, 
in the light of recent experience in India, have a distinct incentive 
effect vis-a-vis the production of the commodities considered. In 
any case, the relevant price parities could be worked out for different 
commodities. However, the enforcement of these parities would mean 
an enlargement of the network of support measures which, in turn, 
would imply maintenance of buffer stocks of a variety of agricultural 
commodities and buying and selling operations on a scale sufficiently 
effective to counteract the open market forces. Perhaps, it may be 
best to prescribe in each case a floor and a ceiling price. The range 
between floor and ceiling prices in each case could be determined with 
reference to the mean fluctuations in the average yield per acre of the 
commodity concerned and the outlook as regards the future trend of 
the general price level. Within the range prescribed, the prices 
could be allowed to oscillate freely and preventive and anticipatory 
action taken only when prices tend to cross the floor or the ceiling. 

In fact, it may be desirable to announce the floor and the ceiling 
prices for a few years in advance. 





RURAL CREDIT 





MEASURES TO REDUCE RURAL INTEREST RATES 


Tun Wai 


[From "Interest Rates Outside the Organized 
Money Markets of Underdeveloped Countries, "' 
Staff Papers, International Monetary Fund, 
Washington, D. C., Vol. VI, Number l, 
November 1957, US$2.50, pp. 80-142. 7 





/"Interest Rates Outside the Organized Money 
Markets of Underdeveloped Countries, '' and U Tun 
Wai's earlier article, "Interest Rates in the Organ- 
ized Money Markets of Underdeveloped Countries, "' 
(Staff Papers, Vol. V (1956-57) pp. 249-278) pro- 
vided a broad survey of the problem of interest rates 
in the less developed countries and still have wide 
relevance. They touch on many aspects of the credit 
problem, such as sources of credit and credit insti- 
tutions, and furnish examples from many countries. 
The portions acer here are conclusions of the 





second article. 


The measures taken by governments to bring 
These are down interest rates may be grouped under four head- 
excerpts ings: (1) laws or decrees stipulating maximum limits 
from the for the rates of interest which may be charged by 
article. moneylenders and credit institutions in rural areas 
or in the agricultural sector; (2) laws designed to 
curb moneylenders' malpractices which have raised 


Tun Wai is Advisor with the African Department 
of the International Monetary Fund and was 
formerly Assistant Chief of the Finance Division 
and Chief of the Statistics Division. 
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the effective rate of interest; (3) the sponsoring or the encouragement 
of the development of private agricultural credit institutions, such as 
cooperative societies, land mortgage banks, village banks; (4) loans 
to the agricultural sector, either directly or through intermediary 
credit institutions. 


Legal Measures 





Legal measures to control interest rates have been adopted in 
most underdeveloped countries. With some exceptions, legal maxi- 
mum rates for ordinary lending are usually less than 18 percent per 
annum. For pawnbroking, however, the maximum permissible 
rates seem to be higher. 


Attempts to lower interest rates by law have not been successful. 
Usually, nominal rates conforming to the legal rates are recorded, 
but other ways are developed to obtain higher effective rates. A 
promissory note may be obtained for a sum larger than that actually 
lent; a separate additional promissory note may be made in favor of a 
relative of the moneylender to cover the extra interest; interest com- 
puted at the legal rate may be deducted in advance from the amount 
lent; a loan transaction may be disguised as a forward purchase with 
false valuation of the debtor's produce; or a contract which is legally 
unobjectionable may be combined with an illegal, informal understand- 
ing on the substance of the contract. As a result of such evasions, 
interest rates in underdeveloped countries have generally been higher 
than the rate permitted by law. 


In order to curb the malpractices of moneylenders, attempts have 
been made to control legally the terms and conditions under which 
loans are granted in unorganized money markets through the compul- 
sory registration of moneylenders and their transactions and by regu- 
lating land mortgages and the use of crop liens. In India, for instance, 
the main legislative provisions relating to moneylenders cover licens- 
ing and registration of moneylenders, maintenance of accounts in 
prescribed forms, furnishing of receipts and periodic statements of 
accounts to debtors, fixing maximum rates of interest, protection of 
debtors from molestation, intimidation, etc., exemption from attach- 
ment of items of debtor's property, regulation of mortgages, and 
penalties for infringement and machinery for enforcement. 


Reasons for the failure of attempts to regulate moneylenders are 
that most moneylenders do not obtain licenses (required by law) to 
carry on their business, the law enforcement machinery is generally 
weak, and governments can do nothing when there is collusion between 
the borrower and the lender. Thus, according to an FAO report on 
the Near East, ''The /lender's/ desire for profit, and the [borrower's/ 
need for immediate cash, are so strong that they conspire together not 
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only to break the law, but also to destroy by mutual agreement any 


documentary evidence which might be used by the borrower against the 
lender at a later date." 


There is, moreover, evidence that in many cases government 
legislation has caused the supply of rural credit to fall off; the greater 
risks taken by moneylenders in evading the law have added to the cost 
of lending and sometimes have led to a higher effective rate of interest. 
Another FAO report concludes that ''it is a waste of time to legislate 


against moneylending unless there is an organization to take the place 
of the moneylenders." 


Measures to Increase Supply of Institutional Credit 





Governments have made some headway in encouraging the develop- 
ment of private agricultural credit institutions and in supplying credit 
either directly or through central banks and specialized institutions. 
But the amount of such lending and encouragement is still limited, and 
it has not been sufficient to reduce significantly the rural rate of in- 
terest. It should be recognized, however, that there are difficulties 
in expanding government lending. The difficulties are due not only to 
inability to ensure the efficient handling of loans and to prevent the 
abuse of powers by bureaucratic officials but also to both the limitation 
of resources available to the government and the threat of inflation 
from excessive credit expansion. 


Rural rates of interest cannot be lowered by the simple expedient 
of flooding the rural areas with agricultural credit created by the print- 
ing press or the central bank. Loans by the government have to be 
limited to the real resources which the government can obtain by taxa- 
tion and noninflationary borrowing. 


Government and central bank lending to the agricultural sector 
directly or through special financial intermediaries is common in many 
underdeveloped countries. Many countries are taking steps to improve 
the lending machinery of government and central bank agencies and also 
to increase the supply of institutional credit to agriculture. 


Outline of a Program for Lowering Interest Rates 








Any program to bring down rural interest rates must be compre- 
hensive and should be guided by the principle that interest rates can be 
lowered only by reducing the demand for loanable funds while increas- 
ing the supply. The demand for loanable funds for financing consumer 
expenditures can be reduced by changing social habits and concepts of 
acceptable standards of well-being. India has passed a law limiting the 
amount of expenditures which may be incurred for religious and social 
occasions. Such laws will not prevent people who are bent on spending 
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money for such purposes from doing so; but it is believed that the 
masses, who are forced by custom to maintain levels of expenditure 
much above their income, will welcome this law and use it as an ex- 
cuse to cut unnecessary consumption expenditure. 


A reduction in borrowing for productive purposes may not be 
desirable, especially as the amount of self-financing which can take 
its place is negligible. Such borrowing can be reduced in the long run 
only through an increase in savings from higher agricultural output 
and income. It is not sufficient that the ability of the farmer to save 
be increased. The willingness to save must also be created. The 
problem of cheap agricultural credit is inseparable from the whole 
problem of agricultural development, including such measures as 
increasing the use of fertilizers and proper seeds; making available 
adequate marketing facilities, including proper grading, transporta- 
tion, and storage of crops; and providing an efficient agricultural 
extension service. 


There is no question that merely increasing the supply of loanable 
funds without reducing or limiting the demand will not solve the prob- 
lem of high rates of interest. Experience in many underdeveloped 
countries indicates that an increase in supply merely stimulates de- 
mand and does not lower the general level of interest rates. Thus, a 
committee on rural indebtedness in Malaya stated: 


"If the borrower is to be protected from the effects 
of usury, the most effective way will be by education 
which will impress upon him the difference between 
wise and foolish borrowing. The mere provision of an 
alternative source of credit at a cheaper rate will not, 
of itself, solve the problem by eliminating the usurious 
moneylender. It may even aggravate the problem by 
supplying an additional source of credit. The cure for 
high rates of borrowing is to be found more in the bor- 
rower than in the lender."' 


Even if it is true that the cure for high rates of interest is to be found 
more on the demand side than on the supply side, the supply of credit 
should also be increased in such a way that legitimate credit needs are 
met at cheaper rates without encouraging borrowing for consumption. 
This can be achieved by increasing the supply of institutional credit 
while, at the same time, taking steps to discourage borrowing from 
noninstitutional lenders. 


Increasing the supply of institutional credit is a difficult problem, 
but the efforts of governments have had a fair degree of success. One 
problem is that of getting the commercial banks to lend more to agri- 
culture. This problem cannot be solved merely by opening more 
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branches, because even at present agriculturists who are fairly close 
to the big cities are as isolated from the organized money market as 
others living some distance away from the cities. The opening of more 
bank branches is desirable, but the branches' business will, as likely 
as not, be confined to financing local retail and wholesale trade. 


One way of inducing the organized financial institutions to lend 
more to agriculture is to make agriculturists more creditworthy and 
generally to reduce the risks of lending by lessening the impact of 
some of the natural calamities (floods, plant and animal diseases); 
improving the human factor, i.e., reducing carelessness and increas- 
ing honesty; reducing the uncertainties of the market through crop 
insurance, stabilized agricultural prices, etc. The lenders might 
also take certain steps, such as spreading loans between different 
types of borrower and region and supervising the use of loans for pro- 
ductive purposes. Another way of encouraging institutional lending is 
by government guarantees of agricultural loans. 


One difficulty which arises in the attempt to increase the supply of 
institutional credit and to lower rural rates of interest is the nature of 
the land reform program in a number of underdeveloped countries 
where laws have been passed to prevent agricultural land from falling 
into the hands of moneylenders and other nonagriculturists. This 
means that the use of land as collateral to obtain low interest loans is 
automatically denied to agriculturists. One way of solving the dilemma 
is to follow the practice adopted in Egypt which prevents expropriation 
of land from farmers owning five feddans or less. (A feddan is roughly 
equal to an acre.) Exemptions from this law have been given, however, 
on loans granted by the Crédit Agricole d'Egypte, which charges low 
rates of interest. Other countries, therefore, might consider granting 
exemption from such laws to special financial institutions, such as 
cooperatives, which are prepared to grant loans at low interest rates. 


Although some authorities and some writers on the subject may be 
more ambitious, it seems prudent to recognize that, in the nature of 
things, the average rate of interest will be higher in an underdeveloped 
country than in a more developed country, and that. the rates in the un- 
organized sector will be higher than in the organized money market. 
This suggests that attempts to reduce the already comparatively low 
rates charged by cooperative societies are not warranted. Further- 
more, it appears that the rates charged by governments and government- 
owned agricultural banks are often much lower than warranted. It 
would be better to increase the supply of institutional credit by plough- 
ing back the earnings obtained by charging higher interest rates than to 
give tremendous windfall benefits to a few borrowers. Thus, the aver- 


age rate of interest in the unorganized money market could be lowered 
more rapidly. 
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There are, in fact, disadvantages in supplying institutional credit 
to the farmers at too low a rate. A report on agricultural credit in 
the Arab states, although expressing the view that rates of interest 
should be reasonably low, states, ''Although low interest rates have 
the advantage of making credit cheaper to farmers and consequently 
increasing their income, yet they might encourage the farmers to use 
their loans extravagantly and unproductively with the consequence that 
when the loans fall due they are unable to honor their obligations. The 
exceptionally high interest rates are not alarming as long as their 
quantitative importance is small. Even in the more developed coun- 
tries, high rates on loans of insignificant importance are to be found. 
The weighted average rate in the unorganized money market in most 
underdeveloped countries is probably in the neighborhood of 30 per- 
cent per annum. A reduction to a level of 18 to 24 percent within the 
next few decades would be an achievement. 
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THE PREMIUM FOR RISK AS A DETERMINANT 


OF INTEREST RATES IN UNDERDEVELOPED 
RURAL AREAS 


Anthony Bottomley 
[From The Quarterly Journal of Economics, 


Cambridge, Mass., Volume LXXVII, Number 4, 
November 1963, US$1.75, pp. 637-647./7 





Interest rates on privately made loans in under- 
developed rural areas are notoriously high, and it is 
often claimed that the toll which they levy on poor 
farmers is a serious hindrance to economic growth. 


excerpts In this article, we shall examine the risk component 
from the 


article. 


in these interest rates, and see what, if anything, can 


be done to reduce it as far as loans in agriculture are 
concerned. 


The premium for risk is not, of course, the only 
factor involved in the determination of rural interest 
rates. The reward for sacrificing liquidity as well as 
the administrative costs on each unit loaned will also 
play their part in forcing up the costs of lending. 
Moreover, wherever interest rates more than cover 
these charges, they will contain an element of mo- 
nopoly profit. It seems likely, however, that admin- 
istration and risk will be the more important factors 
governing interest-rate determination in the poorer 
parts of the world, and this opinion may be supported 
by reference to the charges which are levied on loans 
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involving similar administrative and risk costs in developed countries. 
In France a few years ago, for example, the financing of 4-horse- 
power Renault cars cost the borrower some 18 percent per annum, 
while the normal charge on radios was over 30 percent, and the terms 
on some installment credit sales went as high as 40 percent a year. 
Moreover, the majority of American states allow a top rate of interest 
of 3 percent a month for the kind of small loans which embody high 
risk and administration costs. High rates of interest, therefore, are 
probably typical of loans on small, risky investments everywhere 
throughout the developed economies, and it seems that these rates do 
not compare unfavorably with an authoritatively calculated world-wide 
average of 36 percent on the similar type of credit which is typical of 
poorer parts of the world. (See Tun Wai, 'Interest Rates Outside the 
Organized Money Markets of Underdeveloped Countries, '' Staff Papers, 
International Monetary Fund, Vol. VI, November 1957, p. 123.) 





It is convenient to discuss risk as a determinant of rural interest 
rates under two broad headings: secured loans, and unsecured loans. 


Secured Loans 





Naturally, the premium for risk will be smallest where the col- 
lateral on a loan is considered to be most adequate. A discussion of 
this premium must, therefore, be conducted in terms of the estimated 
value of the security which the borrower can offer, relative to the size 
of the loan. The lender's risk will decline as the estimated value of 
the security offered first approaches and then exceeds the value of a 
loan. Generally speaking, therefore, a building-up of the value of a 
borrower's assets relative to the amount of credit which he needs will 
allow him to offer ever better security, and this will encourage the 
lender to reduce his premium for risk progressively. In underdevel- 
oped countries two major considerations stand out in this respect. 
They are the marketability of collateral, and movements in the market 
value of collateral. 


The Marketability of Collateral 





Security on rural loans will comprise either a farmer's fixed 
assets, suchas land, capital equipment, and gold ornaments; or his 
current assets, such as crops in the process of production or in stor- 
age. In the case of fixed assets, certain problems regarding their 
marketability arise. To begin with, it is frequently difficult to estab- 
lish title to land in poor countries, and it may, therefore, stand as 
doubtful security on a loan. Moreover, even where titles are clearly 
defined, it often happens that no one will bid on land when it is offered 
for sale upon foreclosure. In many Moslem states it would be against 
the prevailing code for anyone to try to purchase the assets of a neigh- 
bor which might be put on the market in this way, and in certain parts 
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of India no one will buy the distrained moveables without the permis- 
sion of the chieftain. Then too, there may be legal limitations ona 
moneylender's right of foreclosure. He may not, for example, be 
able to realize on his collateral because he belongs to a certain racial 


group, or because of any number of other laws governing the alienation 
of land. 





The absence of clearly defined legal rights to assets offered as 
collateral, and the existence of the kind of social pressures mentioned 
above, will raise the risk of lending against security, and such con- 
siderations as these must share the responsibility for the prevalence 
of high interest rates throughout the underdeveloped world. 


Movements in the Market Value of Collateral 





Farmers in underdeveloped countries often allow the value of col- 
lateral under their care to decline. This is particularly likely to hap- 
pen where loans are made for mechanical innovations, or against crops 
which are in store. Collateral of this kind is of steadily declining 


worth as a means of securing the lender against the possibility of fail- 
ure to repay. 


It is also obvious that default will most probably occur when pro- 
duce prices fall. Not only will security in growing crops decline in 
value at such a time, but the desire and the ability of otherwise solvent 
farmers to bid on assets offered for sale upon foreclosure will be much 
reduced. Furthermore, the sharpness of this tendency will always be 
correlative with what might be called the narrowness of the market. If 
the sale of crops or land faces the normally inelastic demand of a mar- 
ket which is narrowly limited in terms of area as well as purchasing 
power, such as commonly occurs in poor countries, then relatively 
small fluctuations in supply will drastically alter the value of either 
current or fixed asset collateral when it comes to a sale. 


All this means, then, that the registration of land titles, the modi- 
fication of social attitudes and of laws pertaining to alienation of 
security, the encouragement of farmers to protect fixed assets and 
crops in process of production or undergoing storage, as well as the 
broadening of markets for the sale of produce or fixed assets are all 
integral parts of any program for reducing the premium for risk on 
loans against security. It is, however, extremely difficult to estimate 
which, among all these lines of approach, will yield the most rapid as 
well as the most positive returns as far as the reduction of interest 
rates is concerned. But measures to ensure the satisfactory grading 
and storage of crops, together with the issue of certificates against 
these crops guaranteeing them against excessive deterioration, would 
perhaps provide the most readily available assurance for the lender 
against the moment of their sale. Well-stored crops do not perish and 
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satisfactory grading often gives access to the wider, more stable na- 
tional or world market. As the authors of the All India Rural Credit 
Survey of 1954 remark: ''The lack of proper accommodation for 
storage, and/or arrangements for issue of receipts by licensed ware- 
houses has been an important reason for the relatively small part 


hitherto played by the [low interest/ commercial banks in the sphere 
of agricultural finance...."' 





Yet another line of approach to the eventual reduction of lender's 
risk lies in the diversification of production; poor harvest or adverse 
market conditions may not strike all crops in the same way at the 
same time. Diversification, therefore, is an excellent stabilizer for 
those farmers who are prepared to devote part of their resources to 
other cultivation. However, innovation of any kind will normally in- 
volve an initial increase in the premium for risk, and this certainly 
applies to the cultivation of new crops. Until a new crop has proven 
its practicability, the risk on its introduction, and consequently the 
interest on loans for its finance, will tend to be above average. This 
situation constitutes a significant obstacle to growth. Perhaps, there- 
fore, some convincing governmental demonstration of the efficacy of 


growing certain new crops might ultimately be effective in bringing 
down the rural interest rate. 


Unsecured Loans 





No discussion of the risk of lending to farmers in poor countries 
would be complete without an examination of the problems of making 
unsecured loans. In many parts of the underdeveloped world, loans 
are often made against no better security than the farmer's verbal 
promise to discharge his obligations. In these circumstances the 


question of risk narrows down to the farmer's willingness and ability 
to repay. 


Willingness to Repay 





One of the main reasons why governmentally inspired banks and 
cooperatives in poor countries frequently fail to cover their costs of 
operation is the fact that farmers very often regard an advance in 
which the government has a hand more as a gift than as a loan. Costs 
of recovery are therefore high, and the risk of default is considerable. 
However, this problem is minimized where the village moneylender is 
concerned. It seems likely that no better method could be contrived 
than that which obtains under the existing private lending system. Vil- 


lage moneylenders correspond to what has been called ''the inner circle 


of potential lenders'' with whom outside credit institutions will often 
have to deal. 
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Perhaps this argument can best be illustrated by means of another 
quotation from the All India Rural Credit Survey (a publication which is 





not generally favorable to the village moneylender). 


As its authors 
put it: 


"First, there is little that escapes [the money- 
lender's/ eye in the circumstances of his debtors or 
of those who may one day be his debtors.... 


"Second, he has different degrees of hold on those 
to whom he chooses to lend... They are...in each case 
related to how the debtor is circumstanced in the vil- 
lage. The social compulsion is connected with con- 
siderations such as loss of 'face' or local prestige, 
caste disapproval, possible pressure through the 
caste panchayat and a variety of other social sanc- 
tions which, because they happen to be intangible, are 
not on that account any the less powerful. '' 


What is true of India may not always be true elsewhere, but it is 
likely that some or all of these forces will be in operation to induce 
repayment to private moneylenders throughout the underdeveloped 
world. Probably little can be done to reduce the premium for risk on 
unsecured loans; village moneylenders having already got it down to 
the minimum as far as the borrower's willingness to repay is con- 
cerned. But it must be admitted that the advantage which personal 
knowledge of borrowers gives to moneylenders may often allow them 
to appropriate some monopoly profit on whatever they may lend. Out- 
side lending agents who lack this knowledge will be unable to compete 
so long as adequate security against rural advances is not forthcoming. 


Interest rates in India, for example, tend to fall as the degree of 
monetization and commercialization increases, and monetization and 
commercialization will almost certainly be correlative with the pro- 
duction of export crops which will be properly graded and stored. 
However, it must be admitted that monetization and commercialization 
will also tend to occur along with all the other appurtenances of eco- 
nomic development which we have mentioned as being important in 
getting rural rates of interest down, and will also, therefore, be them- 


selves as mucha result of economic growth as are falling interest 
rates. 


Ability to Repay 





A farmer's ability to repay a loan is not necessarily commensu- 
rate with his willingness to repay. No matter how willing he may be 
there will still be times when he has no possibility of returning what- 
ever he may have botfrowed, and it is probably in this regard that the 
major attack on the premium for risk should be made. 
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In the long run, a farmer must provide for his family's subsist- 
ence regardless of whether he can repay his debts or not. Initially, 
he may harvest less than he requires for this purpose, and he may 
still repay a loan in the expectation of being able to borrow again 
prior to the next harvest. But if his harvest should fail again and 
again there will come a time when he will feel that he has accumu- 
lated debts, together with interest owed, which cannot possibly be 
repayed. He will then defy the moneylender and retain his crop in 
order to ensure that his family will be fed. When this happens, the 
best that a moneylender can hope for is that the farmer will try again 
in the future to pay off his debts, but in the meantime he will have to 
forgo the use of his principal as well as any compound interest on it, 
and this loss must be made up from the charges on his other loans. 
Therefore, any ability on the part of the moneylender to foreclose on 
a defaulter's farm, together with the existence of a ready market in 
which he might sell the assets involved, would tend to channel re- 
sources into the hands of the more efficient operators. 


It seems, in the absence of suitable collateral, that the size of 
the premium for risk will depend very largely on the borrower's abil- 
ity to repay. This will hinge in turn upon the amount by which the 
value of the farmer's harvested crops exceeds the subsistence require- 
ments of his family over a period of years. If this margin is widened, 
the likelihood that the farmer will be unable to pay his debts will be 
diminished. Therefore, any reduction in the risk component of rural 
interest rates demands that the farmer be able to add to his output at 
a more rapid rate than he increases the size of the family which he 
must support, and this is simply a matter of over-all economic 
development. 


Thus, we are forced to the conclusion that high rates of interest 
are inextricably bound up with low levels of productivity. As economic 
growth takes place, interest rates will fall of their own accord, and so 
help to create the surplus as well as the encouragement for investment 
and still further economic growth. But the real difficulty is one of 
how to get these self-generating increases under way. 


Finding a solution to this problem will not be easy. There are 
some obvious policies which one can recommend — such as the in- 
creased use of fertilizer, insecticides, improved seeds and so on, 
but the adoption of these techniques will take considerable time. Per- 
haps a more rapid increase in the surplus available to the farmer can 
be expected from land reform. Wherever the claims of high interest 
rates and high rents compete, the latter will more likely gain the day. 
A landlord's threat of eviction is probably more powerful than most 
instruments for dunning which the moneylender may have at his com- 
mand. Moreover, wherever the peasant can gain outright ownership 
of his land, the surplus out of which he can make repayments on his 


100 





—“nh gD 2a Jf OD 


~ Ae A. Mm PH ry FS 














loans will be automatically increased; or, if his rent can be reduced, 

a similar result will be achieved. Land reform and the institution of 
various measures to increase the supply of terrain available for culti- 
vation will, then, have an indirect effect upon the rural rate of interest, 
and we see again the way in which interest rates are tied up with the 


conditions governing economic development in the rural economy at 
large. 


However, it must be borne in mind that increasing the actual 
marketable surplus out of which the farmer can pay his debts will only 
be of small avail if the increased supply of produce meets a highly in- 
elastic demand when it is offered for sale. It must, therefore, be 
emphasized again that the failure to grade, store, freeze, or can pro- 
duce, together with the lack of transport facilities, will tend to per- 
petuate narrow market conditions under which added production may 
only be sold at sharply falling prices. Additions to the farmer's 
marketable surplus are not, then, by themselves enough. 


Further, the farmer must guard against borrowing for nonproduc- 
tive purposes as this does nothing to increase his ability to repay, while 
at the same time it adds to his obligations. Perhaps if a central bank 
were able to set up machinery for rediscounting productive private 
rural loans, this might encourage lending for useful purposes. But it 
should not be assumed that borrowing for consumption can always be 
classified as unproductive. After a bad harvest it is often necessary 
for a farmer to obtain consumer credit in order to stay alive long 
enough to produce another crop. The dividing line between productive 
and unproductive loans is often hard to see, but there would seem to be 
no doubt that borrowing for festive occasions goes beyond the produc- 
tive line. Legislation limiting spending for these purposes, such as 
exists in India today, will, if effective, leave the farmer's marketable 
surplus free for the discharge of obligations on essential debt. 


Conclusions 





It is clear that the premium for risk charged on a secured loan 
will be the inverse of the value of the collateral against which it is 
made. But the value of security, when it is provided, seems to bea 
direct function of the degree of over-all economic development. High 
risk premiums are usually associated with low levels of production, 
and they can only be expected to decline as farmers are able to harvest 
and market a larger surplus at more or less constant prices. More- 
over, it can be shown that the same is true of administrative costs on 
making loans in underdeveloped rural areas, and that these administra- 
tion charges, together with the premium for risk, are probably the 
major determinants of the high level of interest rates which obtain 
throughout the underdeveloped world. It seems reasonable to claim, 
therefore, that interest rates in a poor country will almost certainly 
be an inverse function of the over-all productivity of its farmers. 
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If this conclusion is a valid one, attempts to lower rural rates of 
interest will generally be doomed to failure unless they are made in- 
directly through improving many of the conditions in the economy at 
large. This is probably why so many governmentally inspired lending 
institutions seem to falter when they are obliged to offer credit on ex- 
ceptionally favorable terms. Statutory limitations on the level of in- 
terest rates are also almost certain to serve only to increase the 


premium for risk as the moneylender is compelled to defy the letter 
of the law. 


The question of lowering interest rates for farmers in poor coun- 
tries is not necessarily one of how to replace the private moneylender. 
It is rather one of creating a milieu in which he can operate without the 
need to impose high administrative and risk charges on each dollar or 
rupee which he may try to lend, and the establishment of such an en- 
vironment will involve, above all else, measures to promote some 
degree of economic growth. 


The above material is copyrighted and may be freely repro- 
duced only in the less developed countries. This restriction 
must accompany each reproduction and a complete credit 
citation must be given as follows: 


From ''The Premium for Risk as a Determinant of 
Interest Rates in Underdeveloped Rural Areas,'"' 

by Anthony Bottomley, The Quarterly Journal of 
Economics, Volume LXXVII, Number 4, November 
1963; Copyright © 1963 by the President and 


Fellows of Harvard College; published by Harvard 
University. 
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[While Dr. Sundram's remarks are addressed 
: specifically to the Indian situation, his suggestions 
i for improving banking services in rural areas are 
relevant to the needs of other countries. / 


Few doubt that, in some rural areas and in some 


These are larger semi-urban areas, there is vast potential for 
excerpts growth through development of raw materials, skills, 
from the managerial personnel and limited markets in the 
article. case of some products. What has often been lacking 


: is technical guidance for the adoption of an appropri- 
: ate technique that will ensure production on a scale 
commensurate with the available market and at 
prices suitable to ensure progressive expansion. 

The problems in the interior of the country are not 
different in nature or in their essence from those in 
urban areas; but because of the locational peculiari- 
ties and the almost primitive infrastructure available, 
they call for a new set of standards of assessment 
and evaluation of proposals for new activities. 





J. D. Sundram is Secretary of the Indian 
Institute of Bankers and has been a Director 

of the Khadi and Village Industries Commission 
and Head of the Department of Economics 

at Sophia College, Bombay. 
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Existing Obstacles to Rural Banking 





It is, however, common knowledge that entrepreneurs, even in 
the large urban areas, have not been able to secure loans from the 
country's established financial institutions. Experts in their own line 
have testified to the soundness and feasibility of the proposals for the 
manufacture in rural areas of products based on local raw materials 
catering to local markets; but, owing to their inability to secure the 
assistance needed to get off toa start, the majority of entrepreneurs 
have migrated to urban areas. Public sector assistance, that is, 
financial assistance provided by all-India bodies, has been limited to 
operations associated with certain techniques or modes of production, 
and to the arrangements for the subsidised sale of their products. 
This approach to development narrowed the scale of their operations 
because of the inevitable restrictions imposed by effectiveness of ad- 
ministrative organisation, inspection, etc., to prevent abuse or out- 
flow of assistance to unauthorised activities. This restriction on 
their operations precluded in practice an approach to, and the consid- 
eration of, the totality of the development potential in a given area 
and the scope for its gainful and socially significant exploitation. 


The experience of entrepreneurs with State Financial Corporations 
and similar public institutions has been one of frustrating delays. The 
mode of applications for assistance, the many involved processes for 
their scrutiny, the manner and types of inspection and verification, 
and also the stipulations regarding the percentage of owned resources, 
etc., to qualify for accommodation have been found to be unrealistic, 
cumbersome and wearying even to entrepreneurs in the large urban 
areas; and they certainly have been, and are far beyond the resources 
of the simple, unsophisticated entrepreneurs in rural areas. It is on 
this account that institutions, like private banks, have had greater 
success even within the limited volume of operations and coverage; 
and it is precisely the reason why a suitable operational strategy for 
them acquires a special significance. 


If banks are to be effective and operative institutions in rural areas 
and assist, sustain and promote diverse industrial activities, there will 
be need for relaxation of a number of legal and conventional restric- 
tions and of normal inspection procedures, as well as for positive aids 
in their operational modes. 


Among the operational difficulties extension of banking services 
to rural areas presents, the most important are the problems of es- 
tablishment and effective operation at economic cost. It is the opinion 
of bankers that a new branch even in an urban area takes about three 
years to become fully self-supporting; and in a rural area that has had 
no banking before, this period may be much longer. To have a fixed 
office in a satisfactory building, etc., ina rural area will entail 
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expenditure that may be altogether uneconomic from the point of view 
of savings mobilised from, and funds invested in, the area. Earnings 
of the banks will be small and slow to materialise. In these circum- 
stances, having an office in every likely area may not be worthwhile at 
all. If, however, an office can effectively serve what may be described 
as a viable area with a viable population in a nonconventional manner, 
the total net expenses may well be offset by total net earnings from the 
total area effectively covered by it. 


Mobile Banks 





Such an area could be covered through mobile banks mounted on 
trucks appropriately fitted and suitably manned, that is, banks that on 
certain days of the week visit certain places at a given time and for a 
given period of those days. Any one office in a centre can, through 
such mobile banks, cover areas within a radius of, say, 15 miles 
around it. The number of mobile banks required per office will depend 
on what is considered to constitute a viable area and population and the 
number of places that will need to be covered on that basis. Each mo- 
bile banking unit can cover several areas per day depending on its 
distance from the centre. Effective banking hours for the public even 
in metropolitan centres, such as Bombay and Calcutta, are not more 
than three to four hours a day; and in a small rural area, it may be 
possible to serve the population, after the initial period, even with a 
two-hour working day. If the work-schedule is planned for each mobile 
bank in detail, it may be possible for each mobile bank to cover ina 
day two or three places, depending on the degree of familiarity acquired 
by the people in the areas visited and the distance to be travelled from 
the centre. To ensure continuity of contact, the same mobile unit with 
the same personnel may visit two or three areas on all the days of the 
week or, to attain greater coverage, it may visit certain areas on cer- 
tain days and others on certain other days during a six-day week. On 
this basis, one bank office can ensure the widest possible coverage and 
avoid, at the same time, pro rata increase in operational expenses — 
on building, maintenance and staff. The net addition to cost of the mode 
of operations suggested here would be the expenses for the operation 
and maintenance of the truck and some marginal addition to the allow- 
ances to staff for the extra hours of work involved. 


The point that needs the most objective and earnest consideration 
is the organisation of the central office that runs the mobile banks, the 
functions it is prepared to undertake and discharge through the mobile 
units in the area, and its structural and monetary relationship with the 
hierarchy of banking and financial institutions in the area to be covered 
through mobile banks and in the rest of the country. The purpose of 
extending banking services to rural areas is to evolve an operational 
strategy that has the potential to make available to rural areas the 
types of financial, technical and commercial assistance that can now be 
had in large urban areas. 
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Rural Banking Consortia 





At the lowest level of operation, the legal and operative niceties 
that divide banking and financial institutions lose much of their sig- 
nificance and value. While banks, by convention and law, confine their 
activities to financing short-term commercial transactions or at best 
to medium-term loans to industries, other financial institutions cover 
medium-term and long-term activities mostly for industries. For 
agricultural activities, we have again a separate structure of coopera- 
tive credit institutions or land mortgage banks providing short-, 
medium-, and long-term capital and a variety of other lending institu- 
tions. 


The functional differentiation of these institutions no doubt 
facilitates mobilisation and utilisation of funds for varying periods and 
purposes, but, at the lowest level of operation, the administration of 
these aids by each institution separately becomes involved, cumber- 
some, and altogether bewildering to the unsophisticated in the rural 
areas. Effective institutional service, however, depends on the ut- 
most simplicity of procedures, consistent with maximum security of 
funds. This again emphasises the need for an operational strategy 
that, while maintaining organisational and functional differentiation, 
will assure quick service of all types through one agency under one 
roof. 


Viewed from the point of view of the small entrepreneur, the trader 
or the agriculturist in the rural area, the present multiplicity of agen- 
cies is indeed frightening. And, in relation to the individual bank's 
financial or administrative capacity, these needs are far too many in 
number and far too diverse in character. The problem then is whether 
it is possible to reconcile functional differentiation with operational 
and administrative unity, without sacrificing the basic essentials of 
each of the financial institutions concerned or of their respective in- 
vestors. 


The most effective way seems to be to set up a consortium of 
financial institutions, requiring each of them to invest a given volume 
of their respective funds so as to involve every one of them in the pro- 
cess of the integrated development of rural areas. The stake of each 
in any given area will depend wholly upon that area's capacity to ab- 
sorb its aid, that is, utilise it effectively and realise its promised 
results, with an assurance of the availability of all other assistance 
that may be simultaneously needed. 


In an urban area, approach to different institutions and negotiation 
of loans of varying duration for various purposes are well known and 
have been practised for long periods of time. In the rural areas, even 
in the comparatively large ones, people are not familiar with the 
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sophisticated processes of application and procedures of investigation. 
In the initial stages, it may not be possible to make much progress in 
development, unless the institutional set-up is simple enough to en- 
courage confidence, and procedures are informal enough to elicit 
fullest cooperation. Ina rural area, proposals for any developmental 
activity can be assessed far more easily, provided the contact is 
established at the base itself. The status and antecedents of the appli- 
cants, their character and aptitudes can each be ascertained, checked 
and evaluated quickly, as the banks in several areas have been able to 
do already in the areas where they operate. Extension of this idea to 
cover all the economic activities in a given area may pose no more 
than an administrative problem: a method for more extensive investi- 
gational procedure to cover activities not so far brought into an 
overall assessment. 


Local Authorities for Consultation 





The consortium of financial institutions that is suggested here will 
have for its area of operation (of unified credit of all types) the district 
where its area is manageable and the population fairly homogeneous. 
The existing socio-economic-administrative complex of the district, 
or any smaller part of it that is taken as its field for effective cover- 
age, should form part of its consultative agency. The institutional 
complex referred to here includes not merely administrative officers, 
but also heads of cooperative unions, banks, land mortgage banks, and 
chairmen of village or district governing bodies. Effective operations 
may need the active assistance and involvement of all these agencies in 
the programme of integrated economic development. Such a body will 
represent a knowledgeable board of reference and assessment, pro- 
vided the basis of evaluation of a given project is based on its economic 
and technical and, where need be, commercial viability. Such a body 
will be too large for effective day-to-day work; and, therefore, its 
functions may be confined to the consideration and approval of the broad 
strategy of integrated economic development of the given area, its 
implications for administrative adjustments, social or economic disci- 
pline and the host of measures that will be necessary to assist the im- 
plementation and working of the programme of development that is 
finally and jointly adopted. 


For the assessment of the viability or soundness of projects brought 
in by the mobile units from the areas, the body of reference must be 
more compact and consist of people of the areas themselves. The basis 
of any assessment of any project will be its economic and operational 
feasibility over a period of time, its potential for expansion, etc., and 
the security of loans determined in each case on the basis of the indi- 
vidual or individuals concerned. In brief: the operational strategy sug- 
gested here provides the means to establish the type of contacts between 
the institutions and the persons, in which character, that is, the 
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integrity and ability of the person, becomes an essential part of the 
final assessment and in which a potentially viable project does not 
suffer for want of merely financial assistance of the type and for the 
duration needed. 
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RURAL BANKING IN THE PHILIPPINES: 
ROLE IN COMMUNITY DEVELOPMENT 


José E. Desiderio 
[From The Philippine Economy Bulletin, 


Manila, Volume II, No. 2, 
November-December 1963, pp. 8-11./7 





/The Philippine Rural Banking System, described 
in the following article, has undergone rapid expan- 
sion under a 13-year old program that provides for 
government technical assistance, capital participation 
and regulation. Although 4/5ths of agricultural credit 
is still provided by moneylenders, the rural banks, a 
small part of the relatively developed Philippine bank- 
ing system, constitute a dynamic and growing force 
for rural development. / 


The present Rural Banking System in the Philip- 


begin here. 

''To promote and expand the rural economy 
in an orderly and effective manner by providing 
the people of the rural communities with the 
means of facilitating and improving their pro- 
ductive activities, and to encourage coopera- 
tives. "' 


Rural banks (now numbering 243) have developed 
into a special banking system with a credit policy that 
is unique; it specializes in the grant of essential credit 
to people whose credit needs are small. Banking 


José E. Desiderio is President of the 
Rural Bankers Association of the Philippines. 
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institutions normally shirk the responsibility of granting credit to 
small borrowers because such borrowers are generally rated as 
"inferior risks, '' and because the cost per peso of handling small loans 
is high. 


Who Can Borrow from Rural Banks? 





Under the law, there are only four types of borrowers who can 
normally avail themselves of the credit facilities of the rural banks: 


1. Small farmers owning or cultivating not more than 50 hectares 
of land dedicated to agricultural production; 


2. Small merchants whose capitalization is not more than 
P25, 000 /1 peso equals US $0. 2837; 


3. Small industries whose capitalization is also not more than 
P 25, 000; 


4. Cooperatives of small farmers and merchants. 


As a matter of general policy, the loans extended by rural banks 
to these different borrowers are for essential production and business 
expenditures of an annually recurring nature. A rural bank with suffi- 
cient capitalization and deposits, however, may be allowed to engage 
in medium- and long-term lending which is a function that properly 
belongs to savings and development banks. Because of this credit 
policy, the Rural Banks Program has extended agricultural and busi- 
ness financing to over a million small Filipino entrepreneurs. Thus, 
rural banks serve a major segment of our population, whose inability 
to obtain the aid of big established banks is one of the reasons why 
conditions in most of our rural areas have been economically deplora- 
ble. 


Government Incentives to Rural Banks 





Because of the economic essentiality of the Rural Banking System, 
the Government has provided it with many financial and technical in- 
centives, among the most important of which are the following: 


1. The Government, at the recommendation of the Monetary 
Board, provides capital assistance to rural banks equal to the private 
capitalization. This is in the form of preferred shares with no voting 
privilege, entitled to not more than two percent dividends but pre- 
ferred as to assets in case of liquidation. 


2. Rediscounting of eligible rural bank paper at preferred rates 
ranging from 1/2 of 1 percent to not more than 23 percent depend- 
ing on the operational life of the rural bank. 
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3. Free technical assistance to the bank management in setting up 
accounting, credit, filing and other operational systems. 


4. Training of employees and officers of rural banks free of 
charge by the Institute of Rural Banking. 


5. Exemption from the payment of taxes and other government 
charges of whatever form or description. 


6. Exemption from sharing in the cost of banking supervision. 


7. Free servicing of documents covering loans whose amounts do 
not exceed P 2,000 by the Justice of the Peace and the Register of 
Deeds. 


8. Special services rendered by the Department of Rural Banks to 
enable the banks to acquire costly equipment and materials at the 
cheapest possible price. 


These privileges are accorded to all deserving rural banks so that 
they.may successfully operate without imposing too much burden on 


their borrowing customers. 


Major Sources of Funds 





Capital funds of rural banks are initially provided by private stock- 
holders and organizers. The Government matches the private invest- 
ments on a peso for peso basis. Other sources of funds are borrowing 
from the Central Bank and also deposits derived from the people in the 
community. After ten years of operations (as of June 30, 1963), the 
combined paid-up capital of rural banks amounted to P 59.7 million, of 
which P 32.8 million is owned by private stockholders and P 26.9 mil- 
lion is government subscriptions. From rediscounting with the Central 
Bank at a nominal rate of one-half of one percent, the System obtained 
an aggregate amount of P 162.5 million. Supplementing capital funds 
and borrowing are deposit liabilities which amounted to P 48.5 million. 
Deposits as a source of loanable funds can still be tapped, since the 
ratio of deposit liabilities to paid-up capital is, at present, even less 
than one to one. These sources of funds have enabled rural banks to 
grant credit facilities, mostly in rural communities, which heretofore 
could not have been provided otherwise. 


Lending Operations 





Out of capital funds, rediscounting, and deposits, the System was 
able to grant loans in 103 years of operation to over one million 
borrowers in an aggregate loan amount of 571.1 million, having an 
outstanding balance of P 128.4 million as of June 30, 1963. Significantly, 
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three-fourths of the loans granted were released to small farmers. In 
fact, most of these borrowers could hardly be accommodated by com- 
mercial banks which are located in cities and big towns. Some 25, 000 
borrowers with a total loan amount of P 16 million are accommodated 
monthly by the entire Rural Banking System in the country. The volume 
of loans granted by the System during its first ten years of existence 
was as follows: 


YEARLY LOANS GRANTED BY THE RURAL BANKING SYSTEM 
1953-1962 
(Amount in Thousand Pesos) 





Year Total Agricultural Commercial Industrial Others 
1953 2,796 1,855 798 116 27 
1954 4, 626 3,021 1,118 112 365 
1955 6, 718 4,590 1,304 176 641 
1956 18, 261 11,691 4, 686 798 1, 086 
1957 35,909 24, 240 9,718 787 1, 164 
1958 51, 140 36, 099 12,016 1,797 1; +28 
1959 61, 643 44,265 14, 238 1,977 1, 163 
1960 71,215 50, 829 16, 367 2, 107 1, 3a 
1961 100, 306 73, 968 20, 280 4,266 1, 832 
1962 130, 902 101, 391 22,286 5, 482 1, 743 
Total 483,517 351, 947 102, 821 18, 187 10, 561 


Services Rendered by the Rural Banking System 





In addition to rice production, fishing, poultry, hog-raising and 
home industries all over the country, regional specialties like the 
tobacco industry in the north, oyster-raising, footwear-making, patis 
and tinapa-making, ladies' handbags, fancy articles and toy-making 
from abaca products were also financed by rural banks. They are also 
giving active support to the public works and economic development 
program of the Government. This support is in the form of rural 
banks' investment in bonds which, as of June 30, 1963, amounted to 
over P7 million. 


The servicing of demand deposits (checking accounts) rendered by 
rural banks is an indication of modern practice in business transactions 
which is now gradually introduced in places outside of Manila and other 
cities. Aside from giving credit facilities and channeling idle funds 
(in the form of deposits) in rural areas into productive undertakings, 
rural banks can also act as collection agents, as correspondents of 
other financial institutions, and as sellers of drafts. These types of 
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banking services certainly mean a great deal in places where no other 
facilities are available. 


Technical assistance in modern farming methods, farm manage- 
ment and wise use of credit are given by the Department of Rural 
Banks both to rural bank managements and rural bank farmer- 
borrowers. To this end, personal interviews, lectures, conferences 
and community gatherings are made by representatives of the Depart- 
ment. Besides, audio-visual work is being undertaken also by the 
Department, particularly in depicting activities and services of rural 
banks. The Rural Bankers Association is doing its share in this 
respect by sponsoring national and regional conferences. 


Also, the existence of rural banks in rural communities tends to 
militate against the practice of usury. The twelve percent per annum 
interest charged by rural banks on loans is unquestionably much lower 
than the interest charged by private money lenders, landlords and 
speculators. A loan shark collecting 5 percent interest a month is in 
effect charging 60 percent a year. A private capitalist lending to 
market vendors and collecting ® 6 a week for every P5 (20 percent) 
is charging more than 1, 000 percent per annum. 


The role played by rural banks in community development is now 
producing tangible results. In fact, neighboring countries like Taiwan, 
Thailand, Cambodia, Vietnam, Indonesia, Pakistan, Korea, New 
Zealand, and Nepal have sent representatives to study and observe 
operations of rural banks in the Philippines. Indeed, this foreign in- 
terest is a manifestation of the success of rural banking in our coun- 
try. 


The Present Position and Future of Rural Banking 





After eleven years since the first rural bank was inaugurated on 
December 11, 1952, the Rural Banks Program has reached the number 
of 243 with combined resources of approximately 140 million. Dur- 
ing these eleven years it has granted loans totalling about half a billion 
pesos to about a million small borrowers, some 75.7 percent of whom 
are small farmers. 


Ranging from less than one percent to over 25 percent, the aver- 
age return on the stockholders' investments of rural banks is approxi- 
mately eight percent. This average rate is still small compared to 
those of the commercial banking system, but the pattern has been set 
and the Rural Banking System is consistently growing from year to 
year in terms of resources, service and operational returns. 


Our goal is about 1,000 rural banks, and its attainment is within 
sight if we get to have an average of one rural bank for every principal 


municipality in the Philippines. 
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Because of the importance of the services rendered by rural banks 
to the economic development of the Philippines and with the continuing 
help of the Government, the Monetary Board, and sympathetic super- 
vision of the Department of Rural Banks, I foresee a future when a 
rural bank will stand as a permanent institution in every town, serving 
as a clearing house of credit where idle funds in the rural areas are 
collected and utilized effectively in financing the operations of small 
farmers, small merchants and small rural industries, which are 
major sectors in our national economy. 
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SOME RECENT BOOKS 





TWO BOOKS ON TRANSPORTATION DEVELOPMENT 


Owen, Wilfred, Strategy for Mobility; Washington, 
D.C., The Brookings Institution (Transport 
Research Program), 1964, x and 249 pp., US$5. 00. 





Fromm, Gary (editor), Transport Investment and 
Economic Development; ditto, 1965, x and 314 pp., 








US$6. 75. 


The development of transport has been one of the 
relatively neglected aspects in studies of economic 
growth considering that transport expenditures gen- 
erally rank first or second among national expenditures 
for development. The two books reviewed here are the 
first of a series of studies being undertaken by the 
Brookings Institution as part of a major research pro- 
gram financed by a grant from the United States Agency 
for International Development. 


In Strategy for Mobility, Wilfred Owen, Director of 
the Transport Research Program, provides a lucid and 
much needed overview of the relation between transport 
and development. Having shown how freight mobility 
correlates with development and how freight and passen- 
ger mobility increase as a multiple function of economic 
growth, the author comments on current transport plans 
and on needs for comprehensive transport planning. A 
look at the cost of transport in scarce foreign exchange 
and difficult-to-mobilize local resources leads to con- 
sideration both of choices of transport modes and of 
paying costs by setting user charges or by taxing. Be- 
fore concluding, the author explores the role that foreign 
aid has played in transport development. A study cover- 
ing such vast fields as the world history of transport 
development and planning, as does Strategy for Mobility, 
obviously cannot provide answers to many specific prob- 
lems. However, it is among the merits of this book that 
it is specific enough — that it includes enough concrete 
and carefully compiled statistics — to be really useful. 
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The second volume in the Brookings series is a collection of es- 
says that focuses on more specific problems related to transport 
planning. Transport Investment and Economic Development, edited 
by Gary Fromm, contains ten articles analyzing the relationship of 
transport investment decisions to transport needs and other specific 
problems or dealing with specific aspects of transport investment. 
Essays range from mainly descriptive, suchas Wilfred Owen's dis- 
cussion of the available kinds of transportation, to fairly mathematical, 
like Mitchell Harwitz's discussion of the relation of transport policy to 
regional development goals. Other topics include project evaluation 
(Hans A. Adler), pricing transport services (James R. Nelson), fi- 
nancing of investments (A. Robert Sadove & Gary Fromm) and a com- 
parison of different modes of transport with respect to cost, speed, 
capacity and adaptability (Richard B. Heflebower). Together, these 
ten articles present a reasonable summary of the economic techniques 
available for transport planning and of their application. They empha- 
size particularly the need for comprehensive transport planning, the 
difficulty of cost-benefit calculus in the absence of adequate data, and 
the need for developing nations to relate transport investments to 
capital scarcity. 





Transport Investment and Economic Development also contains 
two country transport studies and a bibliography. The former, deal- 
ing with transportation planning in the Soviet Union and with Chile's 
decision to invest heavily in railroads, are a practical demonstration 
of the use or misuse that can be made of transport planning techniques 
and of the cost of mistakes. Soviet concentration on railroads is held 
to have been generally successful, largely because political conditions 
precluded the existence of pressure groups to compete with the objec- 
tive of heavy industrialization. However, Holland Hunter points out 
that Soviet transport policy failed to achieve its other goal of regional 
distribution of industry and, because of failure to plan far enough 
ahead and of the crude planning techniques used, transport became a 
major economic bottleneck in the 1930's. Chile's expensive decision 
to modernize and expand its rail system is held to have been justified 
on the basis of project analysis. However, Robert T. Brown main- 
tains, a structural study of the whole national transport system would 
have revealed that alternatives would have been far cheaper. 





The selected bibliography on transportation and economic develop- 
ment by Katherine D. Warden lists over 500 tities. Both the bibliog- 
raphy and the articles in this study reveal how little has been done, up 


to the present, to synthesize economic theory and planning practice on 
transportation. 
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} OTHER BOOKS 
/ 


Myint, Hla, The Economics of the Developing Countries; 
New York, Praeger, 1965, 192 pp., US$5. 50. 





In The Economics of the Developing Countries, 

Burmese economist Hla Myint, "set out to provide a 
balanced picture of the different types of underdeveloped 
country at different stages of development, and a sys- 
tematic examination of the arguments behind the leading 
economic development policies of the post-war period." 

} In these ambitious objectives, he has been remarkably 

successful, producing a book which is readable and non- 
technical in its broad view of development. 





Myint insists on distinctions between developing 

countries with respect to population pressure, exposure 
to outside cultural influences, political and administra- 
tive development, and per capita income. In his picture 
of underdeveloped countries, the author tends to em- 
phasize countries without overwhelming problems of 
E overpopulation and poverty which are far from ''take- 
d off, '' since writers have tended to concentrate on the 
opposite type. Differing from the radical criticism of 
international trade, Myint seeks to explain why most 
underdeveloped countries have only mines, plantations 
and peasant agricultural exports to show as a result of 
modernizing influences. While specialization is in- 
volved in peasant export production, it is the result of 
exploiting ''market opportunities" but not ''technical 
opportunities, '' since peasant technology changes very 
slowly. Lack of technological innovation and ''spread 
effects'' from mining and plantations is explained by 
Myint as resulting from low wages, supported by ad- 
ministration policies. He holds that, in advanced 
countries, pressure for high wages brought about intro- 
duction of labor-saving techniques and development, 
while enterprises in less developed countries could 
afford to retain unskilled labor forces. 














In the second half of his book, Myint examines critically many of 
the popular concepts of development economics, such as balanced 
growth, disguised unemployment, the capital-output ratio and the 
"big push, '' with a view to determining their value as analytic tools. 
His critique regards these largely as extensions of Keynesian eco- 
nomics, and, to that extent, inappropriate to the underdeveloped 
countries. 





Haq, Mahbub ul, The Strategy of Economic Planning; A Case Study of 
Pakistan; Karachi, Oxford University Press, 1963, xi and 266 pp., 


US$3. 15 (paperbound). 


Mahbub ul Haq, Head of the Perspective Planning Section of the ) 
Pakistan Planning Commission, has written an excellent and objective 
account of Pakistani planning, especially of the decision-making pro- 
cess that has resulted in the formulation of the national plans. Some 
material, such as that on regional planning for Pakistan's two dis- 
parate halves, is chiefly interesting for an understanding of the 





country's unique problems. However, much that Haq has to say — j 
e.g., about making necessary choices without sufficient information, F 
about coping with pressures which defy economic rationality — has f 
great interest for planners of other countries, especially because it i 
gives an intimate account of what has been done in Pakistan. 3 


In the first two chapters, the author considers, with special ref- ) 
erence to his country, the general problem of underdevelopment and 
how to get out of it. Just as Myint emphasized the diversity of the 
developing countries, Haq stresses their similarity, evidently with 
conditions of low per capita income and great population pressure in 
mind. Therefore, ''economic growth is a brutal, sordid process,'"' 
and a strong commitment to growth (''growth philosophy") is needed 
to produce a much larger investable surplus. Thus, Haq also rejects 
Keynes in favor of the virtuousness of saving in a Smithian world. 
Ownership of the ''surplus,'' and ideology are treated as unessential, 
and social welfare redistribution is separated from the growth objec- 
tive. He would curtail investment in housing, health and sanitation 
while continuing investment in education, in spite of inability to 
determine its payout, as an act of faith. 


Hag takes issue with some of the favorite generalizations of de- 
velopment economists. Many underdeveloped countries, he maintains, 
are not too poor to save, largely because of inequality of income dis- 
tribution. He shows what would happen if the upper 1/5 of the 
Pakistani population saved 20 percent of its income. The author also 


discusses unrealistic factor prices, especially key prices for labor, 


foreign exchange and capital, and direct controls as hindrances to 
efficient planning. For the former, he gives practical hints on the 
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use of shadow prices where distortions cannot be eliminated. Concern- 
ing the latter, he urges enforcement of planning decisions via the price 
mechanism instead of through inefficient direct intervention, which he 
attributes to a civil service fetish against the market. 





Meier, Gerald M. (editor), Leading Issues in Development Economics; 
Selected Materials and Commentary; New York, Oxford University 
Press, 1964, xiii and 572 pp., US$7. 00. 








Leading Issues in Development Economics is a book which many 
Digest readers might find interesting either as a review of the theory 
on certain issue or because it gives access to ''classical'' articles not 
otherwise available to them. In the preface, Gerald Meier explains 
that, in development economics, there is so little that constitutes re- 
ceived doctrine that it is impossible to write a proper textbook. He 
has attempted, therefore, to assemble some of the best material 
representing various points of view on a variety of issues. The editor 
has included 109 selections, many of which are now difficult to find, 
focused on about two dozen issues, such as government saving, import 
substitution, plan formulation, and the role of the price system. In 
addition to his introductory comments and fine bibliographies for each 
of the nine sections, Meier has included substantive notes in which he 
indicates areas where more research would improve our understanding 


of development and, occasionally, in which he takes a position on the 
issues treated by the book. 





Harbison, Frederick and Charles A. Myers (editors), Manpower and 
Education; Country Studies in Economic Development; New York, 


Sydney, Toronto, London, McGraw-Hill, 1965, xii and 343 pp., 
US$9. 00. 








Frederick Harbison and Charles Myers' recent book, Education, 
Manpower and Economic Growth (reviewed in the Development 
Research Digest, Vol. III, No. 1, July 1964) has been followed by a 
series of essays appearing under the title Manpower and Education; 
Country Studies in Economic Development. As the editors explain 
their new volume, ''The essays in this volume provide a much more 
detailed and penetrating picture of individual countries than our more 
general analysis could permit. They also serve as reminders that 
many problems of human resource development are unique to every 
country that experiences them. But these individual essays written by 
our associates provided much of the material for our general analysis." 

















Within the broad limits imposed by the subject, the authors of 
country studies have. been left free to treat their subject as local con- 
ditions demand. Thus, Morris A. Horowitz is more concerned about 
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the composition of local university graduates and with high-level man- 
power in his study of Argentina than was Elliot Berg in his article on 
Senegal, Guinea and the Ivory Coast. Other articles on Latin America 
are on Peru (by William F. Whyte), Chile (by Rudolph C. Blitz) and 
the Commonwealth of Puerto Rico (by William H. Knowles). Berg's 
article on West Africa is balanced by George Seltzer and Robert L. 
Thomas' articles on East Africa dealing with Nyasaland (Malawi) and 
Uganda respectively. Asian experience is represented by George B. 
Baldwin's article on Iran, Bruce Glassburner's on Indonesia and 
Immanuel C. Y. Hsu's on Communist China. Finally, Guy Hunter has 
attempted to compare manpower development and policy in Kenya, 
Tanganyika and Uganda, Burma, Indonesia, Malaya, the Philippines 
and Thailand. 
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